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GLOBAL TRENDS REMAIN PROMISING 


The world’s population is growing— 2016 = 
and forecast to increase by more 


than 30% by 2050. The population is 
expected to be more urbanized and 


more prosperous, too, enjoying higher = ahah 
living standards and better diets. 
Result? A rising need for food, 2050 = 


shelter, and infrastructure stretching 
well into the future. 


9./ 


Global demand for grain 
has steadily increased in recent years— 
up approximately 35% since 2000. 


2,500 million metric tons 








2,000 
1,500 
2000 rae 2016 
Source: U.S. Department of Agriculture 
¢ About the cover: 


Planting is one of the most time-sensitive steps on 

the farm. The 90-foot-wide DB90 planter covers 36 rows 
each pass. When equipped with industry-exclusive 
ExactEmerge row units, it can plant at speeds up to 

10 miles per hour without sacrificing accuracy. 


2016 IN REVIEW 


Net Sales and Revenues (MM) 
$36,067 $28,863 $26,644 





2014 2015 2016 


Worldwide net sales and revenues decrease 8% in 20I6 vs. 
2015 due to lower equipment sales resulting from difficult 
conditions in farm and construction equipment markets. 


Shareholder Value Added* (SVA) (MM) 
$2,694 S774 $339 











2014 2015 2016 


SVA follows operating profit lower, but remains positive 
for the year. SVA represents operating profit less an 
implied charge for capital. 


Net Income (MM) 


attributable to Deere & Company 
$3,162 $1,940 S524 





2014 2015 2016 


Earnings drop 21% to $1.52 billion, but still represent 
the tenth-highest total in company history. 


Capital Expenditures + Research & Development (MM) 
$2,456 $2,080 S20 







SMEys$3 R&D Spending 


Capital Expenditures 


2014 2015 2016 


R&D expense and capital expenditures total $2.06 billion, 
demonstrating Deere'’s continuing commitment to advanced 
products, new technologies, and efficient manufacturing. 


CHAIRMAN’S MESSAGE 


Deere Delivers Solid Results in 2016, Though Headwinds Persist 


Earlier in this decade, John Deere delivered unprecedented profits 



























in a period of rapid growth and expansion. Market conditions have 
weakened in a dramatic fashion over the last three years. Yet the 
company has shown a continued ability to deliver solid financial 
results while serving our customers with advanced products and 
services and making investments for the future. That certainly 
was the case in 2016. 


Our ability to operate profitably throughout the business cycle 
reflects the advances we've made controlling costs and running 
our company with a lean slate of productive assets. It also 
shows the benefit of having a business lineup that is broader and 
more balanced than in the past, making it less subject to swings 
in the farm economy. 


Shareholders can be assured we are managing the company 
in a way that will help us capitalize on both the opportunities 
that exist today and, especially, those that will undoubtedly 

emerge when our major markets get back on their feet. 


For fiscal 2016, Deere reported income of $1.52 billion on net sales 

and revenues of $26.6 billion. This represented a 21 percent 

decline in earnings on 8 percent lower sales and 

revenues. Earnings per share fell 17 percent, 

less than the decline in earnings, due to 
fewer shares outstanding. 


Even under such difficult conditions, 
the company was able to generate 
Shareholder Valued Added* (SVA), signifying 

that operating profit stayed above an implied 
cost of capital. As has been the case for 15 years, 


Precision-agriculture technologies are changing how 
customers plant and care for their crops. Guidance, 
section control, and variable-rate seeding and application 
help growers save on inputs and get crops planted and 
treated more accurately, helping boost yields. 


* SVA, referred to throughout this report, is anon-GAAP financial measure. See page 15 for details. 


SVA is the primary measure used in managing the company and 
making investment decisions. SVA was $339 million for the year 
while consolidated cash flow from operations totaled a healthy 
$3.76 billion, essentially the same as in 2015. We used these dollars 
to fund important projects and pay $760 million of dividends 

to our investors. 


At the same time, Deere maintained a sound balance sheet. 
Our equipment operations finished the year with $3.14 billion 
of cash (and equivalents) and relatively low net debt. Financial 
Services remained conservatively capitalized and benefited 
from strong credit quality. 


The investment community has acknowledged our success keeping 
the company on such a profitable footing. Deere stockholders 
realized a total return of about 17 percent for the year compared 
with a gain of about 5 percent for the overall U.S. equity market. 
Since the end of the fiscal year, our stock price has climbed 
sharply and reached record highs. 





A fully integrated grade-control system on the new 7OOK SmartGrade 
dozer saves contractors time and money while allowing operators 
to quickly set up the dozer for new jobsites to deliver precise grading. 


BROAD LINEUP MAKING IMPACT 

Despite reporting lower sales, the Agriculture & Turf division 
had operating profit of $1,7 billion, slightly higher than in 2015. 
Deere’s largest division had an improved operating margin of 

9.2 percent, up from 8.3 percent in 2015, and a return on operating 
assets of 17.5 percent, up from 16.2 percent. These results were 
achieved even with a further decline in the sale of some of our 
most profitable models of equipment. During the year, Ag & Turf 
brought important products to market and broadened its 
customer base. In spite of difficult conditions, sales increased in 
several countries outside the U.S. 


Demand for products from the Construction & Forestry division 
weakened during the year, resulting in lower sales and earnings. 
Still, the division had success expanding its product line, notably 


for large-contractor customers, and made continued investments to 
increase its global presence. In forestry, new cut-to-length products 
earned a positive response from customers. 


Financial Services made a significant contribution to our results, 
accounting for nearly one-third of the company’s net income and 
financing roughly half of the new equipment sold by the company. 
Net income was $468 million, with the average loan and lease 
portfolio showing little change. Credit quality remained strong, 
with the provision for losses equaling about $2 for each $1,000 

of portfolio value. 


BUILDING A DURABLE BUSINESS MODEL 


A reflection of Deere’s success establishing a more durable 
business model and a wider range of revenue sources, 2016 was 
one of the company’s ten-best years in both sales and earnings. 
To this end, we reduced selling, administrative, and general costs 
by about $100 million and adjusted research and development 
expense down slightly. We also did a good job managing receivables 
and inventories, both of which moved lower. In addition, the 
company’s broad business lineup proved its value: 

Results were aided by the sale of smaller tractors, 


turf equipment, forestry products, and service parts, as well as by 
the contribution of our financial services unit. 


POWERFUL TRENDS SUPPORTING PLANS 


On a longer-term basis, the tailwinds we've cited in previous letters 
remain quite vigorous. Global demand for grain and oilseeds 
continues to march ahead—as it has done almost without interruption 
for over 50 years. Experts have reaffirmed their view that production 
of farm commodities will have to nearly double over the first half of 
the century to keep pace with demand. Growth in the need for 
shelter and infrastructure presents a positive opportunity as well. 
These prospects show great resilience. And they lie at the heart 

of our growth plans and our conviction that Deere will benefit 
from demand for productive equipment and advanced services 
well into the future. 


Ample power, operator comfort, and industry-leading features 
such as a drive-over mowing deck further strengthen Deere’s position 
in the compact tractor market (new 2038R shown). 
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STRATEGY REFLECTS CHANGING WORLD 

Promising trends such as these underscore our operating strategy, 
which we updated in 2016. The revised John Deere Strategy— 
which continues to carry the theme of “feet on the ground, eyes 
on the horizon”—remains focused on meeting the needs of a 
growing, more affluent, and more urbanized population, whose 
size is expected to reach some 9.7 billion by 2050. That's about 
one-third more people than are living on the planet today. 


Under the strategy, Deere will aim for global preeminence in 
agricultural equipment solutions and a more-global presence 
in construction equipment. We will leverage the benefits of being 
an integrated enterprise, in which all our businesses work 


The new F4365 high-capacity nutrient applicator 
fills a gap in the important ag-retailer offering. 
Ride quality and in-field guidance are 30% better 
than other makes, helping customers stay 
comfortable while they cover more ground. 


together to produce the highest overall return. As well, the company 
will intensify its focus on leading in innovation and being distinctive 
in product quality, both of which are essential to winning market 
share and expanding our global presence. Quality, a hallmark of 
our brand for more than a century, is supported by Deere’s 
exceptional manufacturing and supplier-management capabilities. 


Deere also will focus on achieving technology and analytics 
leadership and providing best-in-class integrated solutions. 

This means devoting considerable resources to fields such as 
precision agriculture, combining the attributes of superior 
equipment, advanced technology, and responsive dealer services. 
Precision agriculture seems certain to shape the future of 








farming. And, as our strategy makes clear, it is an area in which 
John Deere intends to be the undisputed leader. 


Our plans also stress reinforcing our strong relationship with dealers, 
whose expertise and connection to customers are considered 
among Deere’s biggest competitive advantages. Dealers share 
our enthusiasm for the value that advanced products and services 
can bring to our customers and they are critical to ensuring the 
widespread adoption of the technologies we offer. 


Finally, the strategy emphasizes strong financial performance — 
maintaining our aggressive goals for operating margin and 
asset turns and for realizing sustainable SVA growth through 
disciplined expansion. 


Regardless of the changes needed to reach our goals, John Deere’s 
commitment to how we do business is not subject to revision or 
reconsideration. Our core values—integrity, quality, commitment 
and innovation—have sustained the loyalty of generations of 
customers and are a source of inspiration for thousands of talented 
employees, dealers, and suppliers. Further, these values have 
supported business performance that has led to solid returns for 
our investors over many years. 
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New G-Series forestry harvesters (eight-wheeled 1270G shown) 
provide excellent stability, climbing ability, and reliability— 

plus 10% better fuel efficiency. All are important factors for 
customers who work deep in the forest. 


NEW PRODUCTS, ADVANCED TECHNOLOGIES 


Deere innovations again earned global recognition during the year. 
As an example, the company won more than one-quarter of the 
year’s AE50O awards, presented for innovation and engineering 
advancement by a leading engineering society. Honored products 
include the 9RX and 6R tractors, a high-speed applicator for 

dry nutrients, and mobile applications for tractors, tillage tools, 
planters, and harvesters. 


Early in the year, we completed our acquisition of Monosem, 
the European market leader in precision planters. With this purchase, 
we added four facilities in France and two in the United States. 


Also, Deere acquired a majority interest in Hagie Manufacturing, 
the U.S. market leader in high-clearance sprayers. The agreement 
allows us to serve customers in need of equipment designed 

for applying nutrients to crops later in the season. 


| Service parts help generate profitable sales throughout the business 
cycle. Here, Jessica Spitzmiller, one of roughly 1,000 employees 
at our North American Parts Distribution Center, works to fill orders 
that will help our customers’ operations run smoothly. 


offices. In fiscal 2016, the company and its foundation 
made charitable contributions totaling over $31 million, 

re helping improve the lives of more than 18 million people 
worldwide, by our estimates. 


In addition, Deere employees recorded nearly 160,000 





volunteer hours in 2016—a new record and up over 50 percent 
from the prior year. From mentoring a high school robotics team 
in Waterloo, lowa, to packaging meals for the hungry in Mannheim, 
Germany, to planting rice with smallholder farmers in West Java, 





Indonesia, Deere employees again exemplified the company’s deep 
commitment to our communities and society overall. 


In another area, we're continuing to test the capabilities of FOCUSED ON SUSTAINABLE OPERATIONS 


iti f hat’ ly called 3D printing. ee . 
Se emi ta CUI) Or Miah = coin ance aie We also remained focused on minimizing the environmental impact 


In Deere’s vi hi hnology h ial f | 
BE Sect MSY UE LSC neIO yam aie eb py Oreney ia hEee of our manufacturing processes. In 2016, the company again 


certain low-volume applications. Many of our facilities have . 
PP y surpassed its goal of recycling at least 75 percent of waste from 


D pri h h in pri . . bas 
gOS e ham pney SUR ole aie ron nmit punta eeoinga: our factories and achieved reductions in energy consumption and 


well as parts prototypes. — 
greenhouse gas emissions. Among our successes was a new paint 


IMPROVING LIVES THROUGHOUT THE WORLD pre-treatment process at one of our factories in Germany, which 
John Deere helps improve living standards in ways that go beyond resulted in dramatic reductions in waste and energy consumption. 
what we do in our factories, research centers, and financing 








A bright spot for construction equipment has been commercial worksite products 
such as skid-steers, compact track loaders, and compact excavators. New models 
such as the 331G track loader have helped dealers attract new customers. 
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Deere facilities are known not only for quality and innovation, Deere senior leadership team shown with 9620 RX tractor at company headquarters 

Baralcaorenisl Fe5. la Dole recone leaniuirates in Moline, Illinois. From left: Jim Field, Mark von Pentz, John May, Cory Reed, 
ic aubeae sie eoecae A Pane Mary Jones, Jean Gilles, Sam Allen, Marc Howze, Max Guinn, and Raj Kalathur. 

declined to an all-time low and over half of our locations had no 

lost-time incidents. 


. h lve. W 
Asiana ene manyaceelacesneceived by thecompany dunaa te These facts, unwelcome as they may be, add to our resolve. We are 


_ . as more committed than ever to continuously refining our plans and 
year, Deere was named America’s best employer in the engineering 


| | . . ie ie: . 
and manufacturing category (19th-best overall) by Forbes magazine. MaRING CUNO UBIES Seas oie bley ade idmleaia INnQvanNeas 


| | , _ | _ This i ill make D loyer, 
Deere also appeared for a tenth straight year ina prominent listing Me oes eeai Hille Sat lINMeken erect om 0/2 


. . formidabl itor, long-term investment. 
of the world’s most-ethical enterprises, was featured in Fortune SI OLEH ONUNG AD Ese OI PEGIEOT aNchals OUNCE Ee 


ep te ch More than that, it will help us fulfill our commitment to serving 
magazine's review of most-admired companies, and was recognized 
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SHORT-TERM CHALLENGES, LONG-TERM PROSPECTS 


By describing Deere’s long-term prospects in bullish terms— 


John Deere’s best days are indeed still to come. 


and we are very optimistic about our long-term prospects—we don't On behalf of the John Deere team, 

mean to minimize the challenges we're facing at the present time. 

Reconciling our operations to the conditions of the last few years hi 

has been difficult. For many employees and customers, it has 

been a painful time. What's more, though there are signs that some 
Samuel R. Allen 

of our key markets may be approaching a bottom, we are not 

anticipating a turnaround in 2017. 


December 19, 2016 


CONVERSATION WITH THE CHAIRMAN 


Sam Allen: 
Resilience, Sturdy 
Business Mode! 
Keep Deere on Track 
For Future Recovery 


In the face of challenging 
market conditions, Deere is 
continuing to report solid 
financial results while laying 
the groundwork for longer- 
term growth and success. 


In this interview, Deere 
Chairman and CEO Sam Allen 
shares his thoughts on the 
company's recent performance 
and discusses plans for 
further improvements. 


How would you describe Deere’s 
performance in 2016? 


We had a good year considering the 
economic headwinds we faced. Downturns, 
though, have been a part of our business 
for along time, and the company is becoming 
more and more adept at managing them. 


Sales of large agricultural equipment have 
dropped over 50 percent in the last three 
years, and the market for those products is 
at one of its weakest points in a generation. 
Yet the company as a whole had one of 

its ten-best years in sales and profit in 2016. 


What have we done to accomplish that? 


We've spent a decade or more creating a 
more responsive cost structure anda 
leaner asset base. As a result, even in today’s 
tough business climate, we've been able 

to earn our cost of capital as we define it 
and create economic profit, or SVA. That's 
a far cry from our performance in earlier 
downturns when we sometimes struggled 
to earn an accounting profit, let alone an 
economic one. 


We're continuing to find ways to make 
the company more profitable and resilient. 
Late in the year, Deere announced plans 
to achieve structural cost reductions of at 
least $500 million. The vast majority of 
the reductions being sought come from 
purchased materials and services, or are 
personnel-related. Some of the savings 
have already materialized, and we expect 
them to be fully realized by the beginning 
of 2019. 


Deere also has a well-rounded business 
lineup, which really shows its colors in 
difficult times. The company is widely known 
for signature products such as combines 
and large tractors. They're world standards 





in many respects and typically a source 

of healthy sales and profit. Nevertheless, 
turf and forestry equipment, parts, engines, 
and financial services are good business 
lines in their own right. And they don't 
necessarily move in synch with the farm 
and construction machinery sectors. 


The company recently introduced a revised 
strategy to guide efforts going forward. 
What were the biggest changes and 

how would you assess its future impact? 


The revised strategy is just that—a revision, 
or refinement, of the earlier plan; it is 

not a radical change. It confirms our 
earlier assumptions that a growing, more 
prosperous global population should 

be good for equipment sales over the 
long term. 


Among other things, the strategy stresses 
continuing our emphasis on quality 

and innovation, areas that build on our 
traditional strengths and will help extend 
our competitive advantage. 


Another focus will be aftermarket products 
and services, which have been an 
attractive part of our business for along 
time. We need to find ways to achieve 
additional growth and expand the customer 
base for aftermarket support over a 
machine's life cycle. 


Regarding the company’s financial goals, 
we're adopting a relative target for 
sales growth—growing faster than our 
competitors. The metrics for margins 
and asset efficiency remain the same, 
12 percent and 2.5 turns, both under 
mid-cycle conditions. 


One area that continues to get a lot of 
attention is precision agriculture. 
Why is it so important to Deere’s future? 


Equipment continues to get larger and 
more powerful, but its value is increasingly 
being determined by its technology and 
advanced capabilities. That's why Deere is 
committed to becoming the industry's 
undisputed leader in precision agriculture. 


Today, customers can monitor and measure 
crop yield, moisture content, or seeding 
population in real time as their machinery 
moves along in the field. This data can be 
used to generate prescriptions for planting 
seeds and applying fertilizer or pesticide 
with more accuracy. 


That helps farmers manage costs and 
increase their revenue through improved 
productivity and higher yields. The results 
can be pretty impressive. Many farmers 
are already seeing significant improvements 
in accuracy and repeatability using 

our newest StarFire 6000 receiver, which 
was launched during the year. 


How would you assess the current 
downturn and prospects for recovery? 


Nobody knows when things will turn around, 
but the current agricultural downturn is 
definitely supply-driven. Several years of 
bumper crops have put downward pressure 
on farm-commodity prices, but demand 
has continued to grow at a steady rate. 
Since 1960, global consumption of grain 
and oilseeds has declined in only three 
years, and it grows around 2 percent a year 
with impressive consistency. That should 
support equipment demand over time. 


Farmers remain in decent financial shape, 
by and large. Balance sheets are strong, 
and debt levels are moderate in relation to 


asset values. Land prices have softened 
in some cases, but are still around twice 
the level of 10 years ago. 


Allin all, farming continues to be a profitable 
endeavor, though returns are certainly 
lower than they were four or five years ago. 


We've also seen some big declines on 

the construction-equipment side, which is 
an important business for Deere. This has 
been due to weakness in the energy sector 
and generally slow growth in the overall 
economy. Still, our construction and 
forestry operations have done a good job 
managing expenses while continuing 

to bring out new products and make 
investments that should have a big impact 
when the economic picture improves. 


How would you prioritize what Deere 
needs to do to reach its goals? 


We need to focus on four things above all— 
deliver superior levels of quality, become 
the undisputed leader in technology, 
especially as it relates to precision agriculture, 
establish a cost structure reflective of 
more moderate business conditions, and 
make sure we have the leadership and talent 
base that can help us take full advantage 
of the opportunities ahead. 


If we do those things, and do them well, 
we will be in good shape to support our 
existing customer base, increase the reach 
of our brand ona global scale, and be viewed 
as a sound investment for the long run. 


1] 
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2016 HIGHLIGHTS 


DEERE & COMPANY ENTERPRISE 


— Net sales and revenues 
decline to $26.6 billion, 
down 8%, while operating 
profit falls 18%. 


— Net income slides to 
$1.52 billion, down 21%, 
yet tenth-best in company 
history. 





OPERATING PROFIT (IMM) 


$339 
— SVA* declines on lower 
profits, but remains positive. 


2014 2015 2016 


— Cash flow from operations continues to be strong, 
at $3.76 billion, essentially the same as the previous year. 


— Capital expenditures are $668 million, roughly the same as 
in 2015, following several years of heavy investment in global 
production capacity and cleaner-burning engines. 


— Combined dividend payments and share repurchases total 
$967 million; company has returned more than two-thirds of its 
consolidated cash flow from operating activities to shareholders 
through dividends and share buybacks since 2004. 


— Deere named to listings of top employers in U.S., Canada, 
Germany, and Brazil; also recognized among leading brands 
and most-ethical and admired companies. 





Roughly 20 Deere leaders worked alongside smallholder farmers during 

a September volunteerism project in rural India. The effort was in conjunction 
with a multi-year grant from the John Deere Foundation that is helping 
improve schools and educate farmers in three adjacent villages in rural Rajasthan. 


* SVA is anon-GAAP financial measure. See page 15 for details. 





EQUIPMENT OPERATIONS 


— Operating profit slips 
to $1.88 billion, down from 
$2.18 billion, or 14%, 
from 2015. 


— Strengthening a key 
differentiator, Ag & Turf 
bolsters dealer capabilities 
in precision agriculture; 
C&F focuses on dealer 
support for large, production- 2014 2015 2016 
class equipment. 


SV. OPERATING PROFIT (MM) 








$310 


— Engine business continues providing 
a competitive advantage for Deere 
while helping meet tough global- 
emissions regulations. Example: 
8400R tractor establishes new 
fluid-efficiency record among 
high-horsepower tractors for 
its class at industry test site 
in Germany. 


— Reflecting the company's commitment 
to a safe work environment, recordable- 
injury rate declines to all-time low. 
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North American Parts Distribution Center in Milan, Illinois, has implemented 
an innovative robotic parts-gathering system that improves space utilization 
and operational efficiency at the warehouse. 


AGRICULTURE & TURF CONSTRUCTION & FORESTRY 


— Sales fall 7% amid continued 
weakness in demand for 
equipment. 


— Sales decline 18% due mainly 
to continued lower shipment 
volumes and higher sales 
incentives. 


OPERATING PROFIT (IMM) 









OPERATING PROFIT (MM) 


— Operating profit edges up to 
S170 billion, from $1.65 billion 
a year earlier. 


— Operating profit drops to 
S180 million, from $528 
million in 2015. 


— SVA turns negative due to 
operating profit decline. 


— Division benefits from sales 
of smaller tractors, mowers, 
and other turf equipment; 
Lowe's sells its one-millionth 
John Deere lawn tractor. 


2014 2015 2016 2014 


— Division introduces new 
SmartGrade dozers, equipped 
with grade-control systems fully integrated for 
precise grading performance. 


— Deere buys a majority 
interest in Hagie 
Manufacturing, 
strengthening the 
high-clearance sprayer 
line. Sales and service for 
Hagie-branded equipment — Forestry business broadens product portfolio with the 


will be integrated into Deere’s global distribution channel. introduction of innovative G-Series forestry swing machines 
and wheeled harvesters and forwarders. 


2016 


— New G-Series skid-steers and compact track loaders help 
division achieve market-share growth in commercial worksite 
products. 


— Company receives 15 AESO industry innovation awards from 
the American Society of Agricultural and Biological Engineers, 
recognizing the company’s investment in industry-leading 
innovations. Products earning awards include the new 6R and 
9RX-Series tractors; seeding products; and TractorPlus, Harvest 
Mobile, and SeedStar Mobile apps. 





John Deere Dubuque (lowa) Works redesigns assembly areas and creates 

a dedicated production line for the production-class 1050K crawler dozer. 
Improvements to the line set new standards in production efficiency 

The Belfry Hotel and Resort in Wishaw, West Midlands, England, replaces as well as occupational safety. 

its entire fleet of golf and turf equipment with John Deere products, extending 

the company’s market presence at signature courses globally. 





Unless indicated otherwise, all capitalized names of products and services are trademarks or service marks of Deere & Company. 
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FINANCIAL SERVICES 


— Net income drops to $468 million, hampered by 
less-favorable financing spreads and higher losses 
on lease residual values, among other factors. 





— SVA declines approximately in line with operating 
profit, but remains positive. 


— Portfolio of loans and leases shows little change, 
at $38.1 billion. 


— Though higher, provision for credit losses remains 
at low levels, at .23% of average portfolio, below 


10- and 15-year averages. aa 


$29 


2015 2016 


— Division finances about half of Deere’s global equipment sales and about two-thirds 


of new ag units sold through North American dealerships. 


— Portfolio outside North America grows 11%, continuing support of equipment sales 


and strengthening customer relationships internationally. 


— Division begins offering retail financing to John Deere customers in Dominican Republic, 


Ecuador, and Slovenia; raises number of countries served to 52. 


— Banco John Deere is recognized as top provider of FINAME funding—government-backed 


commercial funding—to agricultural customers in Brazil. 


7-YEAR CUMULATIVE TOTAL RETURN 


Deere compared to S&P 500 Index and S&P 500 Construction & Farm Machinery Index 
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Deere & Company $100.00 $171.83 $173.07 $199.26 $195.40 $209.45 
S&P Con & Farm Mach $100.00 $158.40 $173.79 $16943 $183.54 $216.57 
S&P 500 $100.00 $116.52 $125.94 $145.09 $184.52 $216.39 


$196.37. $228.97 
$160.09 $190.19 
$227.64 $237.90 


Sei OPERATING PROFIT (MM) 


The graph compares the cumulative total 
returns of Deere & Company, the S&P 500 
Stock Index, and the S&P 500 Construction 
& Farm Machinery Index over a seven-year 
period. It assumes $100 was invested on 
October 31, 2009, and that dividends were 
reinvested. Deere & Company stock price at 
October 31, 2016, was $88.30. The Standard 
& Poor's 500 Construction & Farm Machinery 
Index comprises Deere (DE), Caterpillar 
(CAT), Cummins (CMI), Joy Global (JOY), 
and Paccar (PCAR). The stock performance 
shown in the graph is not intended to 
forecast and does not necessarily indicate 
future price performance. 


Copyright © 2016 Standard & Poor’s, a division of S&P Global. 
All rights reserved (www.researchdatagroup.com/S&P.htm). 


SVA: FOCUSING ON GROWTH AND SUSTAINABLE PERFORMANCE 


Shareholder Value Added (SVA)—essentially, the difference between operating profit 
and the pretax cost of capital—is a metric used by John Deere to evaluate business results 
and measure sustainable performance. 


To arrive at SVA, each equipment segment is assessed a pretax cost of assets—generally 
12% of average identifiable operating assets with inventory at standard cost (believed to 
more closely approximate the current cost of inventory and the company’s related investment). 
The financial services segment is assessed a cost of average equity—approximately 

15% pretax. 


The amount of SVA is determined by deducting the asset or equity charge from 
operating profit. 
Additional information on these metrics and their relationship to amounts presented 


in accordance with U.S. GAAP can be found at our website, www.JohnDeere.com/Investors. 
Note: Some totals may vary due to rounding. 

































































DEERE EQUIPMENT OPERATIONS CONSTRUCTION & FORESTRY 

SMM unless indicated otherwise 2014 2015 2016 SMM unless indicated otherwise 2014 2015 2016 
Net Sales SYASIo\) Ses isis Hel stelll Net Sales 6,581 5963 4900 
Operating Profit 4297 2177 1,880 Operating Profit 648 528 180 
Average Assets Average Assets 

With Inventories @ Std Cost 15,493 13,840 13,092 With Inventories @ Std Cost 3,680 3,667 3,3/4 

With Inventories @ LIFO (seel2 oS esis With Inventories @ LIFO BS ayes Sy) 
OROA % @ LIFO 30.4 174 159 OROA % @ LIFO 18.8 15.4 Syl 
Asset Turns (Std Cost) 2.13 1.86 179 Asset Turns (Std Cost) 179 1.63 1.45 
Operating Margin % x13.04 x845 x804 Operating Margin % x985 x885 x3.6/ 
OROA % @ Standard Cost 21] 157 14.4 OROA % @ Standard Cost 17.6 14.4 53 
SMM 2014 ~=2015 2016 SMM 2014 = 2015 2016 
Average Assets @ Std Cost 15,493 13,840 13,092 Average Assets @ Std Cost 3,680 3,667 3,374 
Operating Profit 4,297 2177 1,880 Operating Profit 648 528 180 
Cost of Assets 1860 -1661 -1,570 Cost of Assets -442 -440 -405 
SVA 2,437 516 310 SVA 206 88 -225 

















To create and grow SVA, Deere Equipment Operations 


are targeting an operating return on average operating FINANCIAL SERVICES 


coer (ORG oivacteiule teiiel: sells ols aie SMM unless indicated otherwise 2014 = 2015 2016 
equally ambitious returns at other points in the cycle. 
























































(For purposes of this calculation, operating assets are Net Income Attributable 
average identifiable assets during the year with inventories to Deere & Company 624 633 468 
valued at standard cost.) Average Equity 4575 4655 4488 
Return on Equity % 13.6 13.6 10.4 
AGRICULTURE & TURF $MM 201420152016 
SMM unless indicated otherwise 2014 2015 2016 Operating Profit 921 963 709 
Net Sales 26,380 19,812 18,487 Average Equity pe ee 2S 
Operating Profit 3649 1649 1700 Operating Profit 921 963 = 709 
Average Assets Cost of Equity -664 -/05 -680 
With Inventories @StdCost 11813 10]73 9718 cua 2of 258 23 
With Inventories @ LIFO 10,668 9,056 8,669 Financial Services SVA is calculated on a pretax basis. 
OROA % @ LIFO 34.2 eZ 19.6 
Asset Turns (Std Cost) 223 1.95 1.90 
Operating Margin % x13-83. *5.327 x3Z0 
OROA % @ Standard Cost 30.9 16.2 75 
SMM 2014 = 2015 2016 
Average Assets @ Std Cost ses Os 9,718 
Operating Profit 3649 1649 ~~ 1,700 
Cost of Assets 418 -1,221 -1,165 








SVA 2,231 428 535 





IN TRIBUTE 


Robert A. Hanson Hans W. Becherer 
1924-2016 1935-2016 


Two former leaders who helped shape the 
John Deere of today died in 2016. 


Robert A. Hanson, who died May 19 at age 91, 
joined the company in 1950. He succeeded 
William A. Hewitt as chief executive officer and 
chairman of the board in 1982, becoming the first 
non-Deere family member to head the company. 
He retired in 1990. 


mLclaNColamelclanlolariae-1n-lemecol0]¢-le(-e-lale me] e-(a cen 
guiding Deere through the farm crisis of the 1980s. 
Under his leadership, the company expanded its 
international operations, made major product 
and technological advances, and strengthened 
its role as the world leader in farm machinery. 


The company’s sixth chief executive, Hanson was 
universally known for his humble manner, gracious 
spirit, and interest in the well-being of others. 


Hans W. Becherer died October 6 at age 81. 

He joined the company in 1962 and succeeded 
Robert Hanson as chief executive officer in 1989. 
Becherer assumed the role of chairman the 
following year. He retired as a Deere employee 
and board member in 2000. 


Becherer led the company during a time of 
significant growth and financial success. He is 
credited with expanding Deere’s international 
operations, broadening the product portfolio, 
and furthering its global leadership in farm 
machinery. 


Becherer was respected for his insightful thinking, 
broad experience in international matters, and 
dignified manner. 


We honor the memory of these remarkable 
leaders and pay tribute to their many years of 
dedicated service on behalf of the company. 





LEADERSHIP TEAM 


Positions as of December 31, 2016 


SAMUEL R. ALLEN (41) 
Chairman and Chief Executive Officer 


JEAN H. GILLES (36) 
Senior Vice President, John Deere Power Systems, 


Worldwide Parts Services, Advanced Technology & Engineering, 


and Global Supply Management & Logistics 


MARC A. HOWZE (15) 
Senior Vice President and Chief Administrative Officer 


MARY K.W. JONES (19) 
Senior Vice President and General Counsel 


RAJESH KALATHUR (20) 
Senior Vice President and Chief Financial Officer 


KIMBERLY K. BEARDSLEY (26) 
Vice President, Worldwide Parts Services 


RYAN D. CAMPBELL (9) 
Vice President and Comptroller 


MARGARET A. CURRY (1) 
Vice President, Taxes 


PIERRE J. GUYOT (18) 
Vice President, Global Supply Management & Logistics 


MATTHEW G. HANEY (3) 
Vice President and Deputy General Counsel, and 
Chief Counsel, Financial Services Division 


KLAUS G. HOEHN (24) 
Vice President, Advanced Technology & Engineering 


GANESH JAYARAM (10) 
Vice President, Information Technology 


RENEE A. MAILHOT (25) 
Vice President and Chief Compliance Officer 


BRADLEY D. MORRIS (39) 
Vice President, Labor Relations 


GREGORY R. NOE (23) 
Vice President and Deputy General Counsel, International 


LUANN K. RICKERT (37) 
Vice President, Internal Audit 


THOMAS C. SPITZFADEN (37) 
Vice President and Treasurer 


CHARLES R. STAMP, JR. (17) 
Vice President, Corporate Strategy & Business Development 


JEFFREY A. TRAHAN (24) 
Vice President, Pension Fund & Investments 


MICHAEL S. WEINERT (38) 
Vice President, Engineering and Manufacturing 
John Deere Power Systems 


TODD E. DAVIES (26) 
Corporate Secretary and Associate General Counsel 


Worldwide Agriculture & Turf Division 


JAMES M. FIELD (22) 
President, Americas, Australia, and Global Harvesting 
and Turf Platforms 


JOHN C. MAY (19) 
President, Agricultural Solutions, and Chief Information Officer 


MARKWART VON PENTZ (26) 
President, Europe, Asia, Africa, and Global Tractor Platform 


BERNHARD E. HAAS (30) 
Senior Vice President, Global Tractor Platform 


JOHN D. LAGEMANN (34) 
Senior Vice President, Sales & Marketing, Americas and Australia 


RANDAL A. SERGESKETTER (36) 
Senior Vice President, Global Crop Harvesting Platform 


JOHN H. STONE (14) 
Senior Vice President, Intelligent Solutions Group 


Worldwide Construction & Forestry Division 


MAX A. GUINN (36) 
President 


BRIAN J. RAUCH (22) 
Senior Vice President, Engineering, Manufacturing, 
and Supply Management 


DOMENIC G. RUCCOLO (26) 
Senior Vice President, Sales & Marketing 


Worldwide Financial Services Division 


CORY J. REED (18) 
President 


DAVID C. GILMORE (26) 
Senior Vice President, U.S., Canada, Australia, and New Zealand 


MICHAEL J. MATERA (8) 
Senior Vice President, International Finance 


LAWRENCE W. SIDWELL (17) 
Senior Vice President, Global Credit & Risk 


ANDREW C. TRAEGER (18) 
Senior Vice President and Finance Director 


Figures in parentheses represent complete years of company service through December 3], 20/6. 


BOARD OF DIRECTORS 


Positions as of December 31, 2016 


Standing from left: Dipak C. Jain, Sherry M. Smith, Michael O. Johanns, Dmitri L. Stockton, Samuel R. Allen, Gregory R. Page, and Brian M. Krzanich. 
Seated from left: Clayton M. Jones, Vance D. Coffman, Crandall C. Bowles, and Sheila G. Talton. (Alan C. Heuberger not shown.) 
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SAMUEL R. ALLEN (7) BRIAN M. KRZANICH (effective January 5, 2016) 
Chairman and Chief Executive Officer, Deere & Company Chief Executive Officer, Intel Corporation 
Advanced integrated digital technology platforms 
CRANDALL C. BOWLES (20) 
Chairman Emeritus, The Springs Company GREGORY R. PAGE (3) 
Asset management Retired Executive Director, Cargill, Inc. 
Agricultural, food, financial, and industrial products and services 
VANCE D. COFFMAN (12) 
Retired Chairman, Lockheed Martin Corporation SHERRY M. SMITH (5) 
Aerospace, defense, and information technology Former Executive Vice President and Chief Financial Officer, Supervalu Inc. 
Retail and wholesale grocery and retail general merchandise products 
ALAN C. HEUBERGER (effective December 20, 2016) 


Senior Manager, BMGI DMITRI L. STOCKTON (1) 

Private investment management Special Advisor to Chairman and Senior Vice President, General Electric Company 
Power and water, aviation, oil and gas, healthcare, appliances and lighting, 

DIPAK C. JAIN (14) energy management, transportation, and financial services 

Director, Sasin Graduate Institute of Business Administration Chairman, President, and Chief Executive Officer, GE Asset Management Inc. 

International graduate business school Cis hal investments 

MICHAEL O. JOHANNS (1) SHEILA G. TALTON (1) 

Former U.S. Senator and U.S. Secretary of Agriculture President and Chief Executive Officer, Gray Matter Analytics 


Data analytics consulting services for financial services and healthcare industries 
CLAYTON M. JONES (9) 


Retired Chairman, Rockwell Collins, Inc. 
Aviation electronics and communications 


Figures in parentheses represent complete years of board service through December 3], 2016. |7 
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STOCKHOLDER INFORMATION 


ANNUAL MEETING 

The annual meeting of company stockholders will be held 
at 10 a.m. CT on February 22, 2017, at Deere & Company 
World Headquarters, One John Deere Place, Moline, Illinois. 


TRANSFER AGENT & REGISTRAR 
Send all correspondence, including address changes and 
certificates for transfer, as well as inquiries concerning lost, 


stolen, or destroyed stock certificates or dividend checks, to: 


Deere & Company 

c/o Computershare 

P.O. Box 30170 

College Station, TX 77842-3170 


Phone toll-free: (800) 268-7369 

From outside the U.S., call: (201) 680-6678 
TDD: (800) 231-5469 

Email: webqueries@computershare.com 
www.computershare.com/investor 


DIVIDEND REINVESTMENT & DIRECT PURCHASE PLAN 
Investors may purchase initial Deere & Company shares 
and automatically reinvest dividends through the 
Computershare BuyDIRECT Plan. Optional monthly 

cash investments may be made automatically through 
electronic debits. 


For inquiries about existing reinvestment accounts, 
call (800) 268-7369 or write to: 


Deere & Company 

c/o Computershare 

P.O. Box 30170 

College Station, TX 77842-3170 


STOCKHOLDER RELATIONS 
Deere & Company welcomes your comments: 


Deere & Company 

Stockholder Relations Department 

One John Deere Place, Moline, IL 61265-8098 
Phone: (309) 765-4491 Fax: (309) 765-4663 
www. JohnDeere.com/Investors 


INVESTOR RELATIONS 
Securities analysts, portfolio managers, and representatives 
of financial institutions may contact: 


Tony Huegel 

Director, Investor Relations 

Deere & Company 

One John Deere Place, Moline, IL 61265-8098 
Phone: (309) 765-4491 
www.JohnDeere.com/Investors 


STOCK EXCHANGES 
Deere & Company common stock is listed on the New York 
Stock Exchange under the ticker symbol DE. 


FORM 10-K 

The annual report on Form 10-K filed with the Securities 
and Exchange Commission is available online or upon 
written request to Deere & Company Stockholder Relations. 


AUDITORS 


Deloitte & Touche LLP 
Chicago, Illinois 
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MANAGEMENT'S DISCUSSION AND ANALYSIS 





RESULTS OF OPERATIONS FOR THE YEARS ENDED 
OCTOBER 31, 2016, 2015 AND 2014 


OVERVIEW 


Organization 

The company’s equipment operations generate revenues and 
cash primarily from the sale of equipment to John Deere dealers 
and distributors. The equipment operations manufacture and 
distribute a full line of agricultural equipment; a variety of 
commercial and consumer equipment; and a broad range of 
equipment for construction and forestry. The company’s 
financial services primarily provide credit services, which mainly 
finance sales and leases of equipment by John Deere dealers and 
trade receivables purchased from the equipment operations. In 
addition, financial services offers extended equipment 
warranties. The information in the following discussion is 
presented in a format that includes information grouped as 
consolidated, equipment operations and financial services. The 
company also views its operations as consisting of two 
geographic areas, the U.S. and Canada, and outside the U.S. and 
Canada. The company’s operating segments consist of 
agriculture and turf, construction and forestry, and financial 
services. 


Trends and Economic Conditions 

The company’s agriculture and turf equipment sales decreased 

7 percent in 2016 and are forecast to decrease 1 percent for 
2017. Industry agricultural machinery sales in the U.S. and 
Canada for 2017 are forecast to decrease 5 to 10 percent, 
compared to 2016. Industry sales in the European Union 

(EU)28 member nations are forecast to decline approximately 

5 percent in 2017, while South American industry sales are 
projected to increase about 15 percent from 2016 levels. Asian 
Sales are projected to be about the same or increase slightly in 
2017. Industry sales of turf and utility equipment in the U.S. and 
Canada are expected to be approximately the same for 2017. 
The company’s construction and forestry sales decreased 

18 percent in 2016 and are forecast to increase about | percent 
in 2017. Global forestry industry sales are expected to be 
approximately the same in 2017, compared to 2016. Net income 
of the company’s financial services operations attributable to 
Deere & Company in 2017 is expected to be approximately 

$480 million. 


Items of concern include the uncertainty of the effectiveness of 
governmental actions in respect to monetary and fiscal policies, 
the global economic recovery, the impact of sovereign debt, 
eurozone issues, capital market disruptions, trade agreements, 
changes in demand and pricing for used equipment, and 
geopolitical events. Significant fluctuations in foreign currency 
exchange rates and volatility in the price of many commodities 
could also impact the company’s results. Designing and 
producing products with engines that continue to meet high 
performance standards and increasingly stringent emissions 
regulations is one of the company’s major priorities. 


The company completed a successful year in spite of continuing 
weakness in the global agricultural and construction equipment 
sectors. The results reflect adept execution of the operating 

plans and disciplined cost management as well as the impact of 
a broad product portfolio. The forecast calls for lower results in 


2017, but the outlook is considerably better than in earlier 
downturns with a more durable business model and a focus on 
further efficiency gains. The company remains in a strong 
position to carry out its growth plans and attract new customers 
throughout the world. The company is confident in the present 
direction and believes it will provide value to customers and 
investors in the future. 


2016 COMPARED WITH 2015 


CONSOLIDATED RESULTS 

Worldwide net income attributable to Deere & Company in 2016 
was $1,524 million, or $4.81 per share diluted ($4.83 basic), 
compared with $1,940 million, or $5.77 per share diluted ($5.81 
basic), in 2015. Worldwide net sales and revenues decreased 

8 percent to $26,644 million in 2016, compared with 

$28,863 million in 2015. Net sales of the worldwide equipment 
operations declined 9 percent in 2016 to $23,387 million from 
$25,775 million last year. Sales included price realization of 

2 percent and an unfavorable currency translation effect of 

2 percent. Equipment net sales in the United States and Canada 
decreased 13 percent for 2016. Outside the U.S. and Canada, 
net sales decreased 3 percent for the year, with an unfavorable 
currency translation effect of 4 percent for 2016. 


Worldwide equipment operations had an operating profit of 
$1,880 million in 2016, compared with $2,177 million in 2015. 
The operating profit decline was primarily on account of reduced 
shipment volumes, the unfavorable effects of foreign currency 
exchange and a less favorable product mix, partially offset by 
price realization, lower production costs, lower selling, 
administrative and general expenses and a gain on the sale of a 
partial interest in the unconsolidated affiliate SiteOne Landscape 
Supply, Inc. (SiteOne) (see Note 5). 


Net income of the company’s equipment operations was 
$1,058 million for 2016, compared with $1,308 million in 2015. 
In addition to the operating factors mentioned above, a higher 
effective tax rate in 2016 reduced net income. 


Net income of the financial services operations attributable to 
Deere & Company in 2016 decreased to $468 million, compared 
with $633 million in 2015. The decline was primarily due to less 
favorable financing spreads, higher losses on lease residual 
values (see Note 5), and a higher provision for credit losses. Prior 
year results benefited from a gain on the sale of the crop 
insurance business (see Note 4). Additional information is 
presented in the following discussion of the “Worldwide 
Financial Services Operations.’ 


The cost of sales to net sales ratio for 2016 was 78.0 percent, 
compared with 78.1 percent last year. The decrease was due 
primarily to price realization and lower production costs, largely 
offset by the unfavorable effects of foreign currency exchange 
and the impact of a less favorable product mix. 


Finance and interest income increased in 2016 due to a larger 
average leasing portfolio, partially offset by a lower average 
financing receivables portfolio. Other income increased due 
primarily to a gain on the sale of a partial interest in SiteOne 
(see Note 5) and was primarily offset by the gain on the sale of 
the Crop Insurance operations in 2015 (see Note 4). Research 
and development costs decreased largely due to a lower level of 
activity and the favorable effects of currency translation. Selling, 
administrative and general expenses decreased due primarily to 
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lower pension and postretirement benefit expenses, lower 
incentive compensation expense and the favorable effects of 
currency translation, partially offset by a higher provision for 
credit losses. Interest expense increased due to higher average 
interest rates, partially offset by lower average borrowings. Other 
operating expenses increased primarily due to higher 
depreciation of equipment on operating leases, and higher 
losses and impairments on lease residual values. 


The company has several defined benefit pension plans and 
defined benefit health care and life insurance plans. The 
company’s postretirement benefit costs for these plans in 2016 
were $312 million, compared with $512 million in 2015. The 
long-term expected return on plan assets, which is reflected in 
these costs, was an expected gain of 7.3 percent in 2016 and 
2015, or $810 million in 2016 and $824 million in 2015. The 
actual return was a gain of $645 million in 2016 and 

$606 million in 2015. In 2017, the expected return will be 
approximately 7.2 percent. The company’s postretirement costs 
in 2017 are expected to increase approximately $30 million. The 
company makes any required contributions to the plan assets 
under applicable regulations and voluntary contributions from 
time to time based on the company’s liquidity and ability to 
make tax-deductible contributions. Total company contributions 
to the plans were $127 million in 2016 and $131 million in 
2015, which include direct benefit payments for unfunded plans. 
These contributions also included voluntary contributions to plan 
assets of $3 million in both 2016 and 2015. Total company 
contributions in 2017 are expected to be approximately 

$97 million, which are primarily direct benefit payments for 
unfunded plans. The company has no significant required 
contributions to U.S. pension plan assets in 2017 under 
applicable funding regulations. See the discussion in ‘Critical 
Accounting Policies’ for more information about postretirement 
benefit obligations. 


BUSINESS SEGMENT AND GEOGRAPHIC AREA RESULTS 

The following discussion relates to operating results by 
reportable segment and geographic area. Operating profit is 
income before certain external interest expense, certain foreign 
exchange gains or losses, income taxes and corporate expenses. 
However, operating profit of the financial services segment 
includes the effect of interest expense and foreign currency 
exchange gains or losses. 


Worldwide Agriculture and Turf Operations 

The agriculture and turf segment had an operating profit of 
$1,700 million for the year, compared with $1,649 million in 
2015. Net sales decreased 7 percent in 2016 due to lower 
shipment volumes and the unfavorable effects of currency 
translation, partially offset by price realization. Operating profit 
was higher primarily due to price realization, lower production 
costs, lower selling, administrative and general expenses and a 
gain on the sale of a partial interest in SiteOne (see Note 5), 
partially offset by lower shipment volumes, unfavorable effects 
of foreign currency exchange and a less favorable product mix. 


Worldwide Construction and Forestry Operations 

The construction and forestry segment had an operating profit 
of $180 million in 2016, compared with $528 million in 2015. 
Net sales decreased 18 percent for the year largely as a result of 
lower shipment volumes and higher sales incentive costs. 
Operating profit declined primarily due to lower shipment 
volumes and higher sales incentive costs, partially offset by a 


reduction in both selling, administrative and general expenses 
and production costs. 


Worldwide Financial Services Operations 

The operating profit of the financial services segment was 

$709 million in 2016, compared with $963 million in 2015. The 
decline was primarily due to less favorable financing spreads, 
higher losses on lease residual values and a higher provision for 
credit losses. Additionally, full year results in 2015 benefited 
from a gain on the sale of the crop insurance business (see 
Note 4). Total revenues of the financial services operations, 
including intercompany revenues, increased 4 percent in 2016. 
The average balance of receivables and leases financed was 

1 percent lower in 2016, compared with 2015. Interest expense 
increased 18 percent in 2016 as a result of higher average 
borrowing rates, partially offset by lower average borrowings. 
The financial services operations’ ratio of earnings to fixed 
charges was 2.35 to | in 2016, compared with 3.29 to 1 in 
2015. 


Equipment Operations in U.S. and Canada 

The equipment operations in the U.S. and Canada had an 
operating profit of $1,305 million in 2016, compared with 
$1,643 million in 2015. The decline was due primarily to lower 
shipment volumes, the unfavorable effects of foreign currency 
exchange and the impact of a less favorable product mix. The 
decline was partially offset by price realization, lower production 
costs, lower selling, administrative and general expenses and a 
gain on the sale of a partial interest in SiteOne (see Note 5). Net 
sales decreased 13 percent due primarily to lower shipment 
volumes partially offset by price realization. The physical volume 
of sales decreased 14 percent, compared with 2015. 


Equipment Operations outside U.S. and Canada 

The equipment operations outside the U.S. and Canada had an 
operating profit of $575 million in 2016, compared with 

$534 million in 2015. The increase was due primarily to price 
realization, lower production costs and lower selling, 
administrative and general expenses, partially offset by the 
unfavorable effects of foreign currency exchange, the impact of 
a less favorable product mix and lower shipment volumes. Net 
sales were 3 percent lower primarily reflecting the unfavorable 
effects of foreign currency translation and decreased shipment 
volumes, partially offset by price realization. The physical volume 
of sales decreased 2 percent, compared with 2015. 


MARKET CONDITIONS AND OUTLOOK 

Company equipment sales are projected to decrease | percent 
for fiscal year 2017 and decrease about 4 percent for the first 
quarter, compared with the same periods in 2016. Included in 
the forecast is a positive foreign currency translation effect of 
about | percent for the year and about 2 percent for the 
quarter. For fiscal year 2017, net income attributable to Deere & 
Company is anticipated to be about $1.4 billion. In fiscal 
December 2016, the company sold a portion of its interest in 
SiteOne (see Note 30) resulting in a gain of $105 million pretax 
or $66 million after-tax. This gain is not included in the fiscal 
year 2017 net income forecast above. 


During the fourth quarter of 2016, the company announced 
voluntary employee separation programs as part of its effort to 
reduce operating costs. The expense of these programs is 
recorded in the period in which employees accept their 
separation offer. Total pretax expenses related to the programs 
are estimated to be $111 million, of which $11 million was 





recorded in the fourth quarter of 2016, and $100 million will be 
recorded primarily in the first quarter of 2017. Savings from the 
separation programs are expected to be approximately 

$70 million in 2017. 


Agriculture and Turf. The company’s worldwide sales of 
agriculture and turf equipment are forecast to decrease by about 
1 percent for fiscal year 2017, including a positive currency 
translation effect of about 1 percent. Industry sales for 
agricultural equipment in the U.S. and Canada are forecast to be 
down 5 to 10 percent for 2017. The decline, which reflects the 
continuing impact of low commodity prices and weak farm 
incomes, is expected to be felt in the sale of both large and 
small models of equipment. Full year 2017 industry sales in the 
EU28 member nations are forecast to decline about 5 percent, 
with the decline attributable to low commodity prices and farm 
incomes. South American industry sales of tractors and combines 
are projected to increase about 15 percent as a result of 
improving economic and political conditions in Brazil and 
Argentina. Asian sales are projected to be about the same to up 
slightly, benefiting from higher sales in India. Industry sales of 
turf and utility equipment in the U.S. and Canada are expected 
to be about the same for 2017, with company sales outpacing 
the industry. 


Construction and Forestry. The company’s worldwide sales of 
construction and forestry equipment are forecast to increase 
about | percent for 2017, including a positive currency 
translation effect of about 1 percent. The forecast reflects the 
impact of generally slow economic growth worldwide. In forestry, 
global industry sales are expected to be about the same as in 
2016 with some moderation in the North American market. 


Financial Services. Fiscal year 2017 net income attributable to 
Deere & Company for the financial services operations is 
expected to be approximately $480 million. The outlook reflects 
lower losses on lease residual values, partially offset by less 
favorable financing spreads and an increased provision for credit 
losses. 


SAFE HARBOR STATEMENT 

Safe Harbor Statement under the Private Securities Litigation 
Reform Act of 1995: Statements under “Overview,” ‘Market 
Conditions and Outlook,” and other forward-looking statements 
herein that relate to future events, expectations, and trends 
involve factors that are subject to change, and risks and 
uncertainties that could cause actual results to differ materially. 
Some of these risks and uncertainties could affect particular 
lines of business, while others could affect all of the company’s 
businesses. 


The company’s agricultural equipment business is subject to a 
number of uncertainties including the factors that affect 
farmers’ confidence and financial condition. These factors 
include demand for agricultural products, world grain stocks, 
weather conditions, soil conditions, harvest yields, prices for 
commodities and livestock, crop and livestock production 
expenses, availability of transport for crops, the growth and 
sustainability of non-food uses for some crops (including ethanol 
and biodiesel production), real estate values, available acreage 
for farming, the land ownership policies of governments, 
changes in government farm programs and policies, international 
reaction to such programs, changes in environmental regulations 
and their impact on farming practices; changes in and effects of 
crop insurance programs, global trade agreements, animal 


diseases and their effects on poultry, beef and pork consumption 
and prices, crop pests and diseases, and the level of farm 
product exports (including concerns about genetically modified 
organisms). 


Factors affecting the outlook for the company’s turf and utility 
equipment include consumer confidence, weather conditions, 
customer profitability, consumer borrowing patterns, consumer 
purchasing preferences, housing starts, infrastructure 
investment, spending by municipalities and golf courses, and 
consumable input costs. 


Consumer spending patterns, real estate and housing prices, the 
number of housing starts, interest rates and the levels of public 
and non-residential construction are important to sales and 
results of the company’s construction and forestry equipment. 
Prices for pulp, paper, lumber and structural panels are 
important to sales of forestry equipment. 


All of the company’s businesses and its results are affected by 
general economic conditions in the global markets and 
industries in which the company operates; customer confidence 
in general economic conditions; government spending and 
taxing; foreign currency exchange rates and their volatility, 
especially fluctuations in the value of the U.S. dollar; interest 
rates; inflation and deflation rates; changes in weather patterns; 
the political and social stability of the global markets in which 
the company operates; the effects of, or response to, terrorism 
and security threats; wars and other conflicts; natural disasters; 
and the spread of major epidemics. 


Significant changes in market liquidity conditions, changes in the 
company’s credit ratings and any failure to comply with financial 
covenants in credit agreements could impact access to funding 
and funding costs, which could reduce the company’s earnings 
and cash flows. Financial market conditions could also negatively 
impact customer access to capital for purchases of the 
company’s products and customer confidence and purchase 
decisions, borrowing and repayment practices, and the number 
and size of customer loan delinquencies and defaults. A debt 
crisis, in Europe or elsewhere, could negatively impact currencies, 
global financial markets, social and political stability, funding 
sources and costs, asset and obligation values, customers, 
suppliers, demand for equipment, and company operations and 
results. The company’s investment management activities could 
be impaired by changes in the equity, bond and other financial 
markets, which would negatively affect earnings. 


The potential withdrawal of the United Kingdom from the 
European Union and the perceptions as to the impact of the 
withdrawal may adversely affect business activity, political 
stability and economic conditions in the United Kingdom, the 
European Union and elsewhere. The economic conditions and 
outlook could be further adversely affected by (i) the uncertainty 
concerning the timing and terms of the exit, (ii) new or modified 
trading arrangements between the United Kingdom and other 
countries, (iii) the risk that one or more other European Union 
countries could come under increasing pressure to leave the 
European Union, or (iv) the risk that the euro as the single 
currency of the Eurozone could cease to exist. Any of these 
developments, or the perception that any of these developments 
are likely to occur, could affect economic growth or business 
activity in the United Kingdom or the European Union, and could 
result in the relocation of businesses, cause business 
interruptions, lead to economic recession or depression, and 
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impact the stability of the financial markets, availability of credit, 
currency exchange rates, interest rates, financial institutions, and 
political, financial and monetary systems. Any of these 
developments could affect our businesses, liquidity, results of 
operations and financial position. 


Additional factors that could materially affect the company’s 
operations, access to capital, expenses and results include 
changes in, uncertainty surrounding and the impact of 
governmental trade, banking, monetary and fiscal policies, 
including financial regulatory reform and its effects on the 
consumer finance industry, derivatives, funding costs and other 
areas, and governmental programs, policies, tariffs and sanctions 
in particular jurisdictions or for the benefit of certain industries 
or sectors; actions by central banks; actions by financial and 
securities regulators; actions by environmental, health and safety 
regulatory agencies, including those related to engine emissions, 
carbon and other greenhouse gas emissions, noise and the 
effects of climate change; changes to GPS radio frequency bands 
or their permitted uses; changes in labor regulations; changes to 
accounting standards; changes in tax rates, estimates, and 
regulations and company actions related thereto; compliance 
with U.S. and foreign laws when expanding to new markets and 
otherwise; and actions by other regulatory bodies. 


Other factors that could materially affect results include 
production, design and technological innovations and 
difficulties, including capacity and supply constraints and prices; 
the availability and prices of strategically sourced materials, 
components and whole goods; delays or disruptions in the 
company’s supply chain or the loss of liquidity by suppliers; 
disruptions of infrastructures that support communications, 
operations or distribution; the failure of suppliers to comply with 
laws, regulations and company policy pertaining to employment, 
human rights, health, safety, the environment and other ethical 
business practices; events that damage the company’s 
reputation or brand; significant investigations, claims, lawsuits or 
other legal proceedings; start-up of new plants and products; 
the success of new product initiatives; changes in customer 
product preferences and sales mix; gaps or limitations in rural 
broadband coverage, capacity and speed needed to support 
technology solutions; oil and energy prices, supplies and 
volatility; the availability and cost of freight; actions of 
competitors in the various industries in which the company 
competes, particularly price discounting; dealer practices 
especially as to levels of new and used field inventories; changes 
in demand and pricing for used equipment; labor relations and 
contracts; acquisitions and divestitures of businesses; the 
integration of new businesses; the implementation of 
organizational changes; difficulties related to the conversion and 
implementation of enterprise resource planning systems; security 
breaches and other disruptions to the company’s and suppliers’ 
information technology infrastructure; changes in company 
declared dividends and common stock issuances and 
repurchases; changes in the level and funding of employee 
retirement benefits; changes in market values of investment 
assets, compensation, retirement, discount and mortality rates 
which impact retirement benefit costs; and significant changes 
in health care costs. 


The liquidity and ongoing profitability of John Deere Capital 
Corporation and other credit subsidiaries depend largely on 
timely access to capital in order to meet future cash flow 
requirements, and to fund operations, costs and purchases of 
the company’s products. If general economic conditions 
deteriorate or capital markets become more volatile, funding 
could be unavailable or insufficient. Additionally, customer 
confidence levels may result in declines in credit applications and 
increases in delinquencies and default rates, which could 
materially impact write-offs and provisions for credit losses. 


The company’s outlook is based upon assumptions relating to 
the factors described above, which are sometimes based upon 
estimates and data prepared by government agencies. Such 
estimates and data are often revised. The company, except as 
required by law, undertakes no obligation to update or revise its 
outlook, whether as a result of new developments or otherwise. 


2015 COMPARED WITH 2014 


CONSOLIDATED RESULTS 

Worldwide net income attributable to Deere & Company in 2015 
was $1,940 million, or $5.77 per share diluted ($5.81 basic), 
compared with $3,162 million, or $8.63 per share diluted ($8.71 
basic), in 2014. Net sales and revenues decreased 20 percent to 
$28,863 million in 2015, compared with $36,067 million in 2014. 
Net sales of the worldwide equipment operations declined 

22 percent in 2015 to $25,775 million from $32,961 million in 
2014. 2015 sales included price realization of 1 percent and an 
unfavorable currency translation effect of 5 percent. Equipment 
net sales in the United States and Canada decreased 18 percent 
in 2015. Outside the U.S. and Canada, net sales decreased 

28 percent in 2015, with an unfavorable currency translation 
effect of 10 percent. 





Worldwide equipment operations had an operating profit of 
$2,177 million in 2015, compared with $4,297 million in 2014. 
The operating profit decline was due primarily to lower shipment 
volumes, the impact of a less favorable product mix and the 
unfavorable effects of foreign currency exchange. These factors 
were partially offset by price realization, lower selling, 
administrative and general expenses and lower production costs. 


Net income of the company’s equipment operations was 
$1,308 million for 2015, compared with $2,548 million in 2014. 
In addition to the operating factors mentioned above, a lower 
effective tax rate benefited the results. The lower rate resulted 
mainly from a reduction of a valuation allowance recorded 
during the fourth quarter of 2015 due to a change in the 
expected realizable value of a deferred tax asset. 


Net income of the financial services operations attributable to 
Deere & Company in 2015 increased to $633 million, compared 
with $624 million in 2014. Results improved due to growth in 
the average credit portfolio, the previously announced crop 
insurance sale and higher crop insurance margins experienced 
prior to divestiture (see Note 4), and lower selling, administrative 
and general expenses. These factors were partially offset by the 
unfavorable effects of foreign currency exchange translation, 
less favorable financing spreads and higher losses on residual 
values primarily for construction equipment operating leases. 
The results in 2014 also benefited from a more favorable 
effective tax rate. Additional information is presented in the 





following discussion of the “Worldwide Financial Services 
Operations. ” 


The cost of sales to net sales ratio for 2015 was 78.1 percent, 
compared with 75.2 percent in 2014. The increase was due 
primarily to the impact of a less favorable product mix and the 
unfavorable effects of foreign currency exchange, partially offset 
by price realization and lower production costs. 


Finance and interest income increased in 2015 due to a larger 
average credit portfolio, partially offset by lower average 
financing rates and the unfavorable effects of currency 
translation. Other income decreased due primarily to a reduction 
in crop insurance premiums as a result of the sale of the Crop 
Insurance operations (see Note 4), partially offset by the gain on 
the sale of the Crop Insurance operations and higher extended 
warranty revenue. Research and development costs decreased 
largely due to the effect of currency translation. Selling, 
administrative and general expenses decreased mainly due to the 
effect of currency translation, lower incentive compensation and 
dealer commission expenses, the sale of the Water and Crop 
Insurance operations, and the deconsolidation of Landscapes 
(see Note 4). Interest expense increased due to higher average 
interest rates and higher average borrowings, partially offset by 
the favorable effects of currency translation. Other operating 
expenses decreased primarily due to a reduction in crop 
insurance claims, the Water operations’ impairment and sale in 
2014 (see Note 4), the effect of currency translation, partially 
offset by higher depreciation of equipment on operating leases. 


The company has several defined benefit pension plans and 
defined benefit health care and life insurance plans. The 
company’s postretirement benefit costs for these plans in 2015 
were $512 million, compared with $432 million in 2014. The 
long-term expected return on plan assets, which is reflected in 
these costs, was an expected gain of 7.3 percent in 2015 and 
7.5 percent in 2014, or $824 million in 2015 and $848 million in 
2014. The actual return was a gain of $606 million in 2015 and 
$1,213 million in 2014. Total company contributions to the plans 
were $131 million in 2015 and $138 million in 2014, which 
include direct benefit payments for unfunded plans. These 
contributions also included voluntary contributions to plan 
assets of $3 million in 2015 and $5 million in 2014. 


BUSINESS SEGMENT AND GEOGRAPHIC AREA RESULTS 


Worldwide Agriculture and Turf Operations 

The agriculture and turf segment had an operating profit of 
$1,649 million in 2015, compared with $3,649 million in 2014. 
Net sales decreased 25 percent in 2015 due largely to lower 
shipment volumes and the unfavorable effects of currency 
translation. These factors were partially offset by price 
realization. Lower operating profit was driven primarily by the 
impact of lower shipment volumes, a less favorable product mix 
and the unfavorable effects of foreign currency exchange, 
partially offset by price realization, lower selling, administrative 
and general expenses, and lower production costs. 


Worldwide Construction and Forestry Operations 

The construction and forestry segment had an operating profit 
of $528 million in 2015, compared with $648 million in 2014. 
Net sales decreased 9 percent in 2015 mainly as a result of 
lower shipment volumes and the unfavorable effect of currency 
translation, partially offset by price realization. Operating profit 
declined mainly due to lower shipment volumes, the unfavorable 


effects of foreign exchange and higher production costs, 
partially offset by price realization and lower selling, 
administrative and general expenses. 


Worldwide Financial Services Operations 

The operating profit of the financial services segment was 

$963 million in 2015, compared with $921 million in 2014. The 
results improved due to growth in the average credit portfolio, 
the previously announced Crop Insurance operations sale (see 
Note 4) and higher crop insurance margins experienced prior to 
the divestiture, and lower selling, administrative and general 
expenses. These factors were partially offset by the unfavorable 
effects of foreign currency exchange translation, less favorable 
financing spreads and higher losses on residual values primarily 
for construction equipment operating leases. Total revenues of 
the financial services operations, including intercompany 
revenues, were approximately the same in 2015, compared with 
2014. The average balance of receivables and leases financed 
was | percent higher in 2015, compared with 2014. Interest 
expense increased 6 percent in 2015 as a result of higher 
average borrowings and higher average interest rates. The 
financial services operations’ ratio of earnings to fixed charges 
was 3.29 to | in 2015, compared with 3.37 to 1 in 2014. 


Equipment Operations in U.S. and Canada 

The equipment operations in the U.S. and Canada had an 
operating profit of $1,643 million in 2015, compared with 
$3,311 million in 2014. The decline was due primarily to lower 
shipment volumes and the impact of a less favorable product 
mix. The decline was partially offset by price realization. Net 
sales decreased 18 percent due primarily to lower shipment 
volumes and the unfavorable effects of currency translation, 
partially offset by price realization. The physical volume of sales 
decreased 18 percent, compared with 2014. 


Equipment Operations outside U.S. and Canada 

The equipment operations outside the U.S. and Canada had an 
operating profit of $534 million in 2015, compared with 

$986 million in 2014. The decrease was due primarily to lower 
shipment volumes, the impact of a less favorable product mix 
and the unfavorable effects of foreign currency exchange. These 
factors were partially offset by price realization. Net sales were 
28 percent lower primarily reflecting decreased shipment 
volumes and the unfavorable effects of foreign currency 
translation, partially offset by price realization. The physical 
volume of sales decreased 19 percent, compared with 2014. 


CAPITAL RESOURCES AND LIQUIDITY 


The discussion of capital resources and liquidity has been 
organized to review separately, where appropriate, the 
company’s consolidated totals, equipment operations and 
financial services operations. 


CONSOLIDATED 

Positive cash flows from consolidated operating activities in 
2016 were $3,764 million. This resulted primarily from net 
income adjusted for non-cash provisions, a decrease in 
receivables related to sales and a change in net retirement 
benefits, which were partially offset by a decrease in accounts 
payable and accrued expenses, and an increase in inventories 
primarily related to equipment transferred to operating leases 
(see Note 6). Cash outflows from investing activities were 
$1,177 million in 2016, due primarily to purchases of property 
and equipment of $644 million, the cost of receivables 
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(excluding receivables related to sales) and cost of equipment on 
operating leases exceeding the collections of receivables and the 
proceeds from sales of equipment on operating leases by 

$398 million and acquisitions of businesses, net of cash 
acquired, of $199 million, partially offset by proceeds from sales 
of businesses and unconsolidated affiliates, net of cash sold, of 
$81 million. Cash outflows from financing activities were 

$2,401 million in 2016 due primarily to a decrease in borrowings 
of $1,411 million, dividends paid of $761 million and repurchases 
of common stock of $205 million. Cash and cash equivalents 
increased $174 million during 2016. 


Over the last three years, operating activities have provided an 
aggregate of $11,031 million in cash. In addition, increases in 
borrowings were $3,051 million, proceeds from maturities and 
sales exceeded purchases of marketable securities by 

$1,112 million, proceeds from sales of businesses and 
unconsolidated affiliates were $576 million and proceeds from 
issuance of common stock (resulting from the exercise of stock 
options) were $358 million. The aggregate amount of these cash 
flows was used mainly to repurchase common stock of 

$5,707 million, acquire receivables (excluding receivables related 
to sales) and equipment on operating leases that exceeded 
collections of receivables and the proceeds from sales of 
equipment on operating leases by $3,998 million, purchase 
property and equipment of $2,387 million, pay dividends of 
$2,364 million and acquire businesses of $199 million. Cash and 
cash equivalents increased $832 million over the three-year 
period. 


The company has access to most global markets at reasonable 
costs and expects to have sufficient sources of global funding 
and liquidity to meet its funding needs. The company’s 
exposures to receivables from customers in European countries 
experiencing economic strains are not significant. Sources of 
liquidity for the company include cash and cash equivalents, 
marketable securities, funds from operations, the issuance of 
commercial paper and term debt, the securitization of retail 
notes (both public and private markets) and committed and 
uncommitted bank lines of credit. The company’s commercial 
paper outstanding at October 31, 2016 and 2015 was 

$1,253 million and $2,968 million, respectively, while the total 
cash and cash equivalents and marketable securities position 
was $4,789 million and $4,600 million, respectively. The amount 
of the total cash and cash equivalents and marketable securities 
held by foreign subsidiaries, in which earnings are considered 
indefinitely reinvested, was $2,301 million and $1,588 million at 
October 31, 2016 and 2015, respectively. 


Lines of Credit. The company also has access to bank lines of 
credit with various banks throughout the world. Worldwide lines 
of credit totaled $7,315 million at October 31, 2016, 

$5,747 million of which were unused. For the purpose of 
computing unused credit lines, commercial paper and short-term 
bank borrowings, excluding secured borrowings and the current 
portion of long-term borrowings, were primarily considered to 
constitute utilization. Included in the total credit lines at 
October 31, 2016 were long-term credit facility agreements of 
$2,900 million, expiring in April 2020, and $2,900 million, 
expiring in April 2021. These credit agreements require John 
Deere Capital Corporation (Capital Corporation) to maintain its 
consolidated ratio of earnings to fixed charges at not less than 
1.05 to 1 for each fiscal quarter and the ratio of senior debt, 


excluding securitization indebtedness, to capital base (total 
subordinated debt and stockholder’s equity excluding 
accumulated other comprehensive income (loss)) at not more 
than 11 to 1 at the end of any fiscal quarter. The credit 
agreements also require the equipment operations to maintain a 
ratio of total debt to total capital (total debt and stockholders’ 
equity excluding accumulated other comprehensive income 
(loss)) of 65 percent or less at the end of each fiscal quarter. 
Under this provision, the company’s excess equity capacity and 
retained earnings balance free of restriction at October 31, 2016 
was $9,553 million. Alternatively under this provision, the 
equipment operations had the capacity to incur additional debt 
of $17,742 million at October 31, 2016. All of these 
requirements of the credit agreements have been met during the 
periods included in the consolidated financial statements. 


Debt Ratings. To access public debt capital markets, the 
company relies on credit rating agencies to assign short-term 
and long-term credit ratings to the company’s securities as an 
indicator of credit quality for fixed income investors. A security 
rating is not a recommendation by the rating agency to buy, sell 
or hold company securities. A credit rating agency may change 
or withdraw company ratings based on its assessment of the 
company’s current and future ability to meet interest and 
principal repayment obligations. Each agency's rating should be 
evaluated independently of any other rating. Lower credit ratings 
generally result in higher borrowing costs, including costs of 
derivative transactions, and reduced access to debt capital 
markets. 


The senior long-term and short-term debt ratings and outlook 
currently assigned to unsecured company securities by the rating 
agencies engaged by the company are as follows: 


Senior 
Long-Term Short-Term Outlook 
PIUCH: RAUINGS case nseesccescasacdccoeavecd: A FI Stable 
Moody's Investors Service, Inc. ..... A2 Prime-| Negative 
Standard 6: POOR S 2.5ciscbeteeetdecatsds A A-1 Stable 


Trade accounts and notes receivable primarily arise from sales of 
goods to independent dealers. Trade receivables decreased by 
$40 million in 2016 due primarily to lower shipment volumes in 
the U.S. and Canada, partially offset by higher fourth quarter 
agriculture and turf shipment volumes outside the U.S. and 
Canada. The ratio of trade accounts and notes receivable at 
October 31 to fiscal year net sales was 13 percent in 2016 and 
12 percent in 2015. Total worldwide agriculture and turf 
receivables increased $160 million and construction and forestry 
receivables decreased $200 million. The collection period for 
trade receivables averages less than 12 months. The percentage 
of trade receivables outstanding for a period exceeding 

12 months was 2 percent at October 31, 2016 and | percent at 
October 31, 2015. 


Deere & Company's stockholders’ equity was $6,520 million at 
October 31, 2016, compared with $6,743 million at October 31, 
2015. The decrease of $223 million resulted from a change in 
the retirement benefits adjustment of $908 million, dividends 
declared of $757 million and an increase in treasury stock of 
$180 million, which were partially offset by net income 
attributable to Deere & Company of $1,524 million and an 
increase in common stock of $86 million. 





EQUIPMENT OPERATIONS 

The company’s equipment businesses are capital intensive and 
are subject to seasonal variations in financing requirements for 
inventories and certain receivables from dealers. The equipment 
operations sell a significant portion of their trade receivables to 
financial services. To the extent necessary, funds provided from 
operations are supplemented by external financing sources. 


Cash provided by operating activities of the equipment 
operations during 2016, including intercompany cash flows, was 
$2,906 million due primarily to net income adjusted for non-cash 
provisions, a decrease in inventories and a change in net 
retirement benefits, partially offset by an increase in trade 
receivables and a decrease in accounts payable and accrued 
expenses. 


Over the last three years, these operating activities, including 
intercompany cash flows, have provided an aggregate of 
$10,494 million in cash. 


Trade receivables held by the equipment operations increased by 
$169 million during 2016. The equipment operations sell a 
significant portion of their trade receivables to financial services 
(see previous consolidated discussion). 


Inventories decreased by $477 million in 2016 due primarily to 
lower production volumes, partially offset by acquisitions (see 
Note 4) and currency translation. Most of these inventories are 
valued on the last-in, first-out (LIFO) method. The ratios of 
inventories on a first-in, first-out (FIFO) basis (see Note 15), 
which approximates current cost, to fiscal year cost of sales were 
26 percent at both October 31, 2016 and 2015. 


Total interest-bearing debt of the equipment operations was 
$4,835 million at the end of 2016, compared with $4,925 million 
at the end of 2015 and $5,077 million at the end of 2014. The 
ratio of total debt to total capital (total interest-bearing debt 
and stockholders’ equity) at the end of 2016, 2015 and 2014 
was 43 percent, 42 percent and 36 percent, respectively. 


Property and equipment cash expenditures for the equipment 
operations in 2016 were $642 million, compared with 

$688 million in 2015. Capital expenditures in 2017 are estimated 
to be $600 million. 


In November 2015, the company announced the signing of a 
definitive purchase agreement to acquire Precision Planting LLC., 
a developer and distributor of retrofit components for precision 
agriculture applications. The estimated purchase price, net of 
cash acquired, is $190 million. In August 2016, the U.S. 
Department of Justice filed a lawsuit to block the acquisition, 
which the company plans to contest. As a result of this 
development, the closing date for this transaction is uncertain. 


FINANCIAL SERVICES 

The financial services operations rely on their ability to raise 
substantial amounts of funds to finance their receivable and 
lease portfolios. Their primary sources of funds for this purpose 
are a combination of commercial paper, term debt, securitization 
of retail notes, equity capital and borrowings from Deere & 
Company. 

The cash provided by operating activities was used for financing 
and investing activities. Cash flows from the financial services’ 
operating activities, including intercompany cash flows, were 
$1,861 million in 2016. Cash used by investing activities totaled 
$826 million in 2016 due primarily to the cost of receivables 


(excluding trade and wholesale) and cost of equipment on 
operating leases exceeding collections of these receivables and 
the proceeds from sales of equipment on operating leases by 
$1,316 million, partially offset by a decrease in trade receivables 
and wholesale notes of $493 million. Cash used for financing 
activities totaled $1,110 million in 2016, representing primarily a 
decrease in external borrowings of $1,304 million and dividends 
paid of $562 million to Deere & Company, partially offset by an 
increase in borrowings from Deere & Company of $756 million. 
Cash and cash equivalents decreased $67 million. 


Over the last three years, the operating activities, including 
intercompany cash flows, have provided $4,764 million in cash. 
In addition, an increase in total borrowings of $4,173 million, a 
decrease in trade receivables and wholesale notes of 

$368 million, proceeds from sales of businesses, net of cash 
sold, of $149 million and a capital investment from Deere & 
Company of $122 million provided cash inflows. These amounts 
have been used mainly to fund receivables (excluding trade and 
wholesale) and equipment on operating lease acquisitions, which 
exceeded collections and the proceeds from sales of equipment 
on operating leases by $7,208 million, pay dividends to Deere & 
Company of $1,392 million and purchase marketable securities 
that exceeded proceeds from maturities and sales by $47 million. 
Cash and cash equivalents increased $715 million over the 
three-year period. 


Receivables and equipment on operating leases decreased by 
$66 million in 2016, compared with 2015. Total acquisition 
volumes of receivables (excluding trade and wholesale notes) 
and cost of equipment on operating leases decreased 5 percent 
in 2016, compared with 2015. The volumes of retail notes and 
financing leases decreased approximately 13 percent and 

3 percent, respectively, while operating lease and revolving 
charge accounts volumes increased 7 percent and 3 percent, 
respectively. During 2016, the amount of trade receivables and 
wholesale notes decreased 7 percent and 5 percent, respectively. 
At October 31, 2016 and 2015, net receivables and leases 
administered, which include receivables administered but not 
owned, were $38,116 million and $38,188 million, respectively. 


Total external interest-bearing debt of the financial services 
operations was $30,839 million at the end of 2016, compared 
with $31,925 million at the end of 2015 and $31,882 million at 
the end of 2014. Total external borrowings have changed 
generally corresponding with the level of the receivable and 
lease portfolio, the level of cash and cash equivalents, the 
change in payables owed to Deere & Company and the change in 
investment from Deere & Company. The financial services 
operations’ ratio of total interest-bearing debt to total 
stockholder’s equity was 7.6 to 1 at the end of 2016, 7.6 to 1 at 
the end of 2015 and 7.4 to 1 at the end of 2014. 


The Capital Corporation has a revolving credit agreement to 
utilize bank conduit facilities to securitize retail notes (see 

Note 13). At October 31, 2016, the facility had a total capacity, 
or “financing limit,’ of up to $3,880 million of secured 
financings at any time. The facility was renewed in November 
2016 with a capacity of $3,500 million. After a two-year 
revolving period, unless the banks and Capital Corporation agree 
to renew, Capital Corporation would liquidate the secured 
borrowings over time as payments on the retail notes are 
collected. At October 31, 2016, $2,344 million of short-term 
securitization borrowings was outstanding under the agreement. 
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During 2016, the financial services operations issued 

$3,187 million and retired $2,774 million of retail note 
securitization borrowings. During 2016, the financial services 
operations also issued $4,897 million and retired $5,195 million 
of long-term borrowings, which were primarily medium-term 
notes. 


OFF-BALANCE-SHEET ARRANGEMENTS 


At October 31, 2016, the company had approximately 

$152 million of guarantees issued primarily to banks outside the 
U.S. related to third-party receivables for the retail financing of 
John Deere equipment. The company may recover a portion of 
any required payments incurred under these agreements from 
repossession of the equipment collateralizing the receivables. 
The maximum remaining term of the receivables guaranteed at 
October 31, 2016 was approximately four years. 


AGGREGATE CONTRACTUAL OBLIGATIONS 


The payment schedule for the company’s contractual obligations 


at October 31, 2016 in millions of dollars is as follows: 


Less More 
than 283 4&5 ~~ than 


Total lyear years years 5 years 

On-balance-sheet 

Debt* 

Equipment operations ....... S$ 4848S 2495 955$ 32 $3,612 
Financial services*”........... 30,597 9369 12316 5,753 3,637 
VOTal sc sauegorsesennscnaseaes 35,445 9,638 13,273 5,285 7,249 
Interest relating to debt*** ... 4,384 719 1,026 659 1,980 
Accounts payable................. 2,478 2,339 104 32 3 
Capital leases ..............: cee 34 18 1] ~ 1 

Off-balance-sheet 
Purchase obligations ............ 1,969 1,902 2] 20 26 
Operating leases..............064. 392 101 137 86 68 
TOC al escdacicaseesneucdnnuseebtesoous $44,702 $14,717 $14,572 $6,086 $9,327 


* Principal payments. 


** Securitization borrowings of $5,003 million classified as short-term on the 
balance sheet related to the securitization of retail notes are included in this 
table based on the expected payment schedule (see Note 18). 

*** Includes projected payments related to interest rate swaps. 


The previous table does not include unrecognized tax benefit 
liabilities of approximately $198 million at October 31, 2016, 
since the timing of future payments is not reasonably estimable 
at this time (see Note 8). For additional information regarding 
pension and other postretirement employee benefit obligations, 
short-term borrowings, long-term borrowings and lease 
obligations, see Notes 7, 18, 20 and 21, respectively. 


CRITICAL ACCOUNTING POLICIES 


The preparation of the company’s consolidated financial 
statements in conformity with accounting principles generally 
accepted in the U.S. requires management to make estimates 
and assumptions that affect reported amounts of assets, 
liabilities, revenues and expenses. Changes in these estimates 
and assumptions could have a significant effect on the financial 
statements. The accounting policies below are those 
management believes are the most critical to the preparation of 
the company’s financial statements and require the most 
difficult, subjective or complex judgments. The company’s other 
accounting policies are described in the Notes to the 
Consolidated Financial Statements. 


Sales Incentives 

At the time a sale to a dealer is recognized, the company records 
an estimate of the future sales incentive costs for allowances 
and financing programs that will be due when the dealer sells 
the equipment to a retail customer. The estimate is based on 
historical data, announced incentive programs, field inventory 
levels and retail sales volumes. The final cost of these programs 
and the amount of accrual required for a specific sale are fully 
determined when the dealer sells the equipment to the retail 
customer. This is due to numerous programs available at any 
particular time and new programs that may be announced after 
the company records the sale. Changes in the mix and types of 
programs affect these estimates, which are reviewed quarterly. 


The sales incentive accruals at October 31, 2016, 2015 and 
2014 were $1,391 million, $1,463 million and $1,573 million, 
respectively. The decreases in 2016 and 2015 were due primarily 
to lower sales volumes. 


The estimation of the sales incentive accrual is impacted by 
many assumptions. One of the key assumptions is the historical 
percent of sales incentive costs to retail sales from dealers. Over 
the last five fiscal years, this percent has varied by an average of 
approximately plus or minus 1.3 percent, compared to the 
average sales incentive costs to retail sales percent during that 
period. Holding other assumptions constant, if this estimated 
cost experience percent were to increase or decrease 

1.3 percent, the sales incentive accrual at October 31, 2016 
would increase or decrease by approximately $86 million. 


Product Warranties 

At the time a sale to a dealer is recognized, the company records 
the estimated future warranty costs. The company generally 
determines its total warranty liability by applying historical claims 
rate experience to the estimated amount of equipment that has 
been sold and is still under warranty based on dealer inventories 
and retail sales. The historical claims rate is primarily determined 
by a review of five-year claims costs and consideration of current 
quality developments. Variances in claims experience and the 
type of warranty programs affect these estimates, which are 
reviewed quarterly. 


The product warranty accruals, excluding extended warranty 
unamortized premiums, at October 31, 2016, 2015 and 2014 
were $779 million, $807 million and $809 million, respectively. 
The changes were due primarily to lower sales volumes in 2016 
and 2015. 


Estimates used to determine the product warranty accruals are 
significantly affected by the historical percent of warranty claims 
costs to sales. Over the last five fiscal years, this percent has 
varied by an average of approximately plus or minus .13 percent, 
compared to the average warranty costs to sales percent during 
that period. Holding other assumptions constant, if this 
estimated cost experience percent were to increase or decrease 
.13 percent, the warranty accrual at October 31, 2016 would 
increase or decrease by approximately $35 million. 


Postretirement Benefit Obligations 

Pension obligations and other postretirement employee benefit 
(OPEB) obligations are based on various assumptions used by 
the company’s actuaries in calculating these amounts. These 
assumptions include discount rates, health care cost trend rates, 
expected return on plan assets, compensation increases, 
retirement rates, mortality rates and other factors. Actual results 





that differ from the assumptions and changes in assumptions 
affect future expenses and obligations. 


The pension liabilities, net of pension assets, recognized on the 
balance sheet at October 31, 2016, 2015 and 2014 were 

$1,949 million, $1,022 million and $743 million, respectively. The 
increase in pension net liabilities in 2016 was due primarily to 
decreases in discount rates. The increase in pension net liabilities 
in 2015 was due primarily to interest on the liabilities and 
updated mortality assumptions based on the Society of 
Actuaries’ RP-2015 base table and MP 2015 projection scale, 
partially offset by return on plan assets. The OPEB liabilities, net 
of OPEB assets, at October 31, 2016, 2015 and 2014 were 
$6,065 million, $5,395 million and $5,347 million, respectively. 
The increase in OPEB net liabilities in 2016 was due primarily to 
decreases in discount rates and interest on the liabilities. The 
increase in OPEB net liabilities in 2015 was due primarily to 
interest on the liabilities and a change in the health care cost 
trend, primarily related to higher prescription drug costs, 
partially offset by the transition to a Medicare Advantage plan 
for certain retirees (see Note 7). 


In 2016, the company changed the method used to estimate the 
service and interest cost components of the net periodic pension 
and postretirement benefits cost. The new method uses the spot 
yield curve approach to estimate the service and interest cost by 
applying the specific spot rates along the yield curve used to 
determine the benefit plan obligations to relevant projected cash 
outflows. Prior to 2016, the service and interest cost 
components were determined using a single weighted-average 
discount rate. The change does not affect the measurement of 
the total benefit plan obligations as the change in service and 
interest cost offsets in the actuarial gains and losses recorded in 
other comprehensive income. 


The company changed to the new method to provide a more 
precise measure of service and interest cost by improving the 
correlation between the projected benefit cash flows and the 
discrete spot yield curve rates. The company accounted for this 
change as a change in estimate prospectively beginning in 2016. 


The effect of hypothetical changes to selected assumptions on 
the company’s major U.S. retirement benefit plans would be as 
follows in millions of dollars: 


October 31,2016 2017 
Increase Increase 
Percentage (Decrease) (Decrease) 
Assumptions Change PBO/APBO* Expense 
Pension 
DISCOUNE Tate” ca sccccactees +/-.5 S$ (698)/789 S (32)/36 
Expected return on assets +/-5 (49)/49 
OPEB 
DISCOUNT Tate ccecvandices +/-.5 (379)/420 (14)/15 
Expected return on assets +/-5 (1)/1 
Health care cost 
trend rate** .............. +/-1.0 854/(656) 98/(76) 


* Projected benefit obligation (PBO) for pension plans and accumulated 


postretirement benefit obligation (APBO) for OPEB plans. 
** Pretax impact on service cost, interest cost and amortization of gains or 
losses. 


Goodwill 
Goodwill is not amortized and is tested for impairment annually 
and when events or circumstances change such that it is more 


likely than not that the fair value of a reporting unit is reduced 
below its carrying amount. The end of the fiscal third quarter is 
the annual measurement date. To test for goodwill impairment, 
the carrying value of each reporting unit is compared with its fair 
value. If the carrying value of the goodwill is considered 
impaired, a loss is recognized based on the amount by which the 
carrying value exceeds the implied fair value of the goodwill. 


An estimate of the fair value of the reporting unit is determined 
through a combination of comparable market values for similar 
businesses and discounted cash flows. These estimates can 
change significantly based on such factors as the reporting 
unit's financial performance, economic conditions, interest rates, 
growth rates, pricing, changes in business strategies and 
competition. 


Based on this testing, the company has not identified a 
reporting unit for which the goodwill was impaired in 2016, 
2015 or 2014. A 10 percent decrease in the estimated fair value 
of the company’s reporting units would have had no impact on 
the carrying value of goodwill at the annual measurement date 
in 2016. 


Allowance for Credit Losses 

The allowance for credit losses represents an estimate of the 
losses inherent in the company’s receivable portfolio. The level 
of the allowance is based on many quantitative and qualitative 
factors, including historical loss experience by product category, 
portfolio duration, delinquency trends, economic conditions and 
credit risk quality. The adequacy of the allowance is assessed 
quarterly. Different assumptions or changes in economic 
conditions would result in changes to the allowance for credit 
losses and the provision for credit losses. 


The total allowance for credit losses at October 31, 2016, 2015 
and 2014 was $226 million, $198 million and $230 million, 
respectively. The allowance increased in 2016 compared to 2015 
due to higher write-offs, and decreased in 2015 compared to 
2014, due primarily to foreign currency translation. 


The assumptions used in evaluating the company’s exposure to 
credit losses involve estimates and significant judgment. The 
historical loss experience on the receivable portfolio represents 
one of the key assumptions involved in determining the 
allowance for credit losses. Over the last five fiscal years, this 
percent has varied by an average of approximately plus or minus 
.06 percent, compared to the average loss experience percent 
during that period. Holding other assumptions constant, if this 
estimated loss experience on the receivable portfolio were to 
increase or decrease .06 percent, the allowance for credit losses 
at October 31, 2016 would increase or decrease by 
approximately $19 million. 


Operating Lease Residual Values 

The carrying value of equipment on operating leases is affected 
by the estimated fair values of the equipment at the end of the 
lease (residual values). Upon termination of the lease, the 
equipment is either purchased by the lessee or sold to a third 
party, in which case the company may record a gain or a loss for 
the difference between the estimated residual value and the 
Sales price. The residual values are dependent on current 
economic conditions and are reviewed when events or 
circumstances necessitate an evaluation. Changes in residual 
value assumptions would affect the amount of depreciation 
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expense and the amount of investment in equipment on 
operating leases. 


The total operating lease residual values at October 31, 2016, 
2015 and 2014 were $4,347 million, $3,603 million and 

$2,786 million, respectively. The changes in 2016 and 2015 were 
due primarily to the increasing levels of operating leases. 


Estimates used in determining end of lease market values for 
equipment on operating leases significantly impact the amount 
and timing of depreciation expense. Hypothetically, if future 
market values for this equipment were to decrease 10 percent 
from the company’s present estimates, the total impact would 
be to increase the company’s annual depreciation for equipment 
on operating leases by approximately $200 million. 


Income Taxes 

The company’s income tax provision, deferred income tax assets 
and liabilities, and liabilities for uncertain tax benefits represent 
the company’s best estimate of current and future income taxes 
to be paid. The annual tax rate is based on income tax laws, 
statutory tax rates, taxable income levels and tax planning 
opportunities available in various jurisdictions where the 
company operates. These tax laws are complex, and require 
significant judgement to determine the consolidated provision 
for income taxes. Changes in tax laws, statutory tax rates and 
estimates of the company’s future taxable income levels could 
result in actual realization of deferred taxes being materially 
different from amounts provided for in the consolidated financial 
statements. 


Deferred income taxes represent temporary differences between 
the tax and the financial reporting basis of assets and liabilities, 
which will result in taxable or deductible amounts in the future. 
Deferred tax assets also include loss carryforwards and tax 
credits. These assets are regularly assessed for the likelihood of 
recoverability from estimated future taxable income, reversal of 
deferred tax liabilities and tax planning strategies. To the extent 
the company determines that it is more likely than not a 
deferred income tax asset will not be realized, a valuation 
allowance is established. The recoverability analysis of the 
deferred income tax assets and the related valuation allowances 
requires significant judgement and relies on estimates. 


Uncertain tax positions are determined based on whether it is 
more likely than not the tax positions will be sustained based on 
the technical merits of the position. For those positions that 
meet the more likely than not criteria, an estimate of the largest 
amount of tax benefit that is greater than 50 percent likely to be 
realized upon ultimate settlement with the related tax authority 
is recognized. The ultimate resolution of the tax position could 
take many years and result in a payment that is significantly 
different than the original estimate. 


A provision for U.S. income taxes or foreign withholding taxes 
has not been recorded on undistributed profits of the company’s 
non-U.S. subsidiaries that are not currently taxable in the U.S. 
and that are determined to be indefinitely reinvested outside the 
U.S. If management intentions or U.S. tax law changes in the 
future, there may be a significant impact on the provision for 
income taxes in the period the change occurs. For further 
information on income taxes, see Note 8 to the consolidated 
financial statements. 


FINANCIAL INSTRUMENT MARKET RISK INFORMATION 


The company is naturally exposed to various interest rate and 
foreign currency risks. As a result, the company enters into 
derivative transactions to manage certain of these exposures 
that arise in the normal course of business and not for the 
purpose of creating speculative positions or trading. The 
company’s financial services operations manage the relationship 
of the types and amounts of their funding sources to their 
receivable and lease portfolio in an effort to diminish risk due to 
interest rate and foreign currency fluctuations, while responding 
to favorable financing opportunities. Accordingly, from time to 
time, these operations enter into interest rate swap agreements 
to manage their interest rate exposure. The company also has 
foreign currency exposures at some of its foreign and domestic 
operations related to buying, selling and financing in currencies 
other than the functional currencies. The company has entered 
into agreements related to the management of these foreign 
currency transaction risks. 


Interest Rate Risk 

Quarterly, the company uses a combination of cash flow models 
to assess the sensitivity of its financial instruments with interest 
rate exposure to changes in market interest rates. The models 
calculate the effect of adjusting interest rates as follows. Cash 
flows for financing receivables are discounted at the current 
prevailing rate for each receivable portfolio. Cash flows for 
marketable securities are primarily discounted at the applicable 
benchmark yield curve plus market credit spreads. Cash flows for 
unsecured borrowings are discounted at the applicable 
benchmark yield curve plus market credit spreads for similarly 
rated borrowers. Cash flows for securitized borrowings are 
discounted at the swap yield curve plus a market credit spread 
for similarly rated borrowers. Cash flows for interest rate swaps 
are projected and discounted using forward rates from the swap 
yield curve at the repricing dates. The net loss in these financial 
instruments’ fair values which would be caused by increasing the 
interest rates by 10 percent from the market rates at 

October 31, 2016 would have been approximately $13 million. 
The net loss from increasing the interest rates by 10 percent at 
October 31, 2015 would have been approximately $14 million. 


Foreign Currency Risk 

In the equipment operations, the company’s practice is to hedge 
significant currency exposures. Worldwide foreign currency 
exposures are reviewed quarterly. Based on the equipment 
operations’ anticipated and committed foreign currency cash 
inflows, outflows and hedging policy for the next twelve months, 
the company estimates that a hypothetical 10 percent 
strengthening of the U.S. dollar relative to other currencies 
through 2017 would decrease the 2017 expected net cash 
inflows by approximately $77 million. At October 31, 2015, a 
hypothetical 10 percent strengthening of the U.S. dollar under 
similar assumptions and calculations indicated a potential 

$32 million adverse effect on the 2016 net cash inflows. 


In the financial services operations, the company’s policy is to 
hedge the foreign currency risk if the currency of the borrowings 
does not match the currency of the receivable portfolio. As a 
result, a hypothetical 10 percent adverse change in the value of 
the U.S. dollar relative to all other foreign currencies would not 
have a material effect on the financial services cash flows. 


MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING 


The management of Deere & Company is responsible for 
establishing and maintaining adequate internal control over 
financial reporting. Deere & Company's internal control system 
was designed to provide reasonable assurance regarding the 
preparation and fair presentation of published financial 
Statements in accordance with generally accepted accounting 
principles. 


All internal control systems, no matter how well designed, have 
inherent limitations. Therefore, even those systems determined 
to be effective can provide only reasonable assurance with 
respect to financial statement preparation and presentation in 
accordance with generally accepted accounting principles. 


Management assessed the effectiveness of the Company's 
internal control over financial reporting as of October 31, 2016, 
using the criteria set forth in Internal Control — Integrated 
Framework (2013) issued by the Committee of Sponsoring 
Organizations of the Treadway Commission. Based on that 
assessment, management believes that, as of October 31, 2016, 
the Company's internal control over financial reporting was 
effective. 


The Company's independent registered public accounting firm 
has issued an audit report on the effectiveness of the Company’s 
internal control over financial reporting. This report appears 
below. 


December 19, 2016 


REPORT OF INDEPENDENT 
REGISTERED PUBLIC ACCOUNTING FIRM 


Deere & Company: 





We have audited the accompanying consolidated balance sheets 
of Deere & Company and subsidiaries (the ‘“‘Company’’) as of 
October 31, 2016 and 2015 and the related statements of 
consolidated income, consolidated comprehensive income, 
changes in consolidated stockholders’ equity, and consolidated 
cash flows for each of the three years in the period ended 
October 31, 2016. We also have audited the Company's internal 
control over financial reporting as of October 31, 2016, based 
on criteria established in /nternal Control — Integrated 
Framework (2013) issued by the Committee of Sponsoring 
Organizations of the Treadway Commission. The Company's 
management is responsible for these financial statements, for 
maintaining effective internal control over financial reporting, 
and for its assessment of the effectiveness of internal control 
over financial reporting, included in the accompanying 
Management's Report on Internal Control Over Financial 
Reporting. Our responsibility is to express an opinion on these 
financial statements and an opinion on the Company’s internal 
control over financial reporting based on our audits. 


We conducted our audits in accordance with the standards of 
the Public Company Accounting Oversight Board (United States). 
Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial 
statements are free of material misstatement and whether 
effective internal control over financial reporting was maintained 
in all material respects. Our audits of the financial statements 
included examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements, assessing 


the accounting principles used and significant estimates made by 
management, and evaluating the overall financial statement 
presentation. Our audit of internal control over financial 
reporting included obtaining an understanding of internal 
control over financial reporting, assessing the risk that a material 
weakness exists, and testing and evaluating the design and 
operating effectiveness of internal control based on the assessed 
risk. Our audits also included performing such other procedures 
as we considered necessary in the circumstances. We believe 
that our audits provide a reasonable basis for our opinions. 


A company’s internal control over financial reporting is a process 
designed by, or under the supervision of, the company’s principal 
executive and principal financial officers, or persons performing 
similar functions, and effected by the company’s board of 
directors, management, and other personnel to provide 
reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted 
accounting principles. A company’s internal control over financial 
reporting includes those policies and procedures that (1) pertain 
to the maintenance of records that, in reasonable detail, 
accurately and fairly reflect the transactions and dispositions of 
the assets of the company; (2) provide reasonable assurance that 
transactions are recorded as necessary to permit preparation of 
financial statements in accordance with generally accepted 
accounting principles, and that receipts and expenditures of the 
company are being made only in accordance with authorizations 
of management and directors of the company; and (3) provide 
reasonable assurance regarding prevention or timely detection of 
unauthorized acquisition, use, or disposition of the company’s 
assets that could have a material effect on the financial 
statements. 


Because of the inherent limitations of internal control over 
financial reporting, including the possibility of collusion or 
improper management override of controls, material 
misstatements due to error or fraud may not be prevented or 
detected on a timely basis. Also, projections of any evaluation of 
the effectiveness of the internal control over financial reporting 
to future periods are subject to the risk that the controls may 
become inadequate because of changes in conditions, or that 
the degree of compliance with the policies or procedures may 
deteriorate. 


In our opinion, the consolidated financial statements referred to 
above present fairly, in all material respects, the financial 
position of the Company as of October 31, 2016 and 2015, and 
the results of their operations and their cash flows for each of 
the three years in the period ended October 31, 2016, in 
conformity with accounting principles generally accepted in the 
United States of America. Also, in our opinion, the Company 
maintained, in all material respects, effective internal control 
over financial reporting as of October 31, 2016, based on the 
criteria established in Internal Control — Integrated Framework 
(2013) issued by the Committee of Sponsoring Organizations of 
the Treadway Commission. 


DELOITTE & TOUCHE LLP 
Chicago, Illinois 


December 19, 2016 
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DEERE & COMPANY 


STATEMENT OF CONSOLIDATED INCOME 
For the Years Ended October 31, 2016, 2015 and 2014 
(In millions of dollars) 





Net Sales and Revenues 


PS MI acters ars cise reise eis tecceectalene sche de stent ose eae scnds eee vee Safactneltte ese dacea ition eccatacaaiotn- cle dhete Riaa-sscualatesecaipeoiasthicceuedens 


PVM Ce NICE TICES WIIG CUMS ce recs sts ogee sa eros acl sacs laced se vchtes ant. sss cereale oh aie. Wane oes cals cost tle escapees: 
er WIC ON eae cccaneseaccnneack oecaceetoseaces causaaucacicengieoccucachaeeas tetheecaudadas iiceandto elise sei anseteecansendieseeus 


Costs and Expenses 

OSS aca eet ects ced cya cise ot von Seema tees ietdens te eset testes pen tevencunantee ou ncte Meese sane deans 
RESEarcCh: and GEVElOPMIENE EXPENSES csucdacecerescnsanwnededsenecdenundegadalnabadss «ea nsdepedtionedde ieenetdasadeleeameedeadenenee 
Selling, administrative and general ExPeNses...............cccceeceecceeeeeceeeceeeeeeeeeeeeeeeeceeeeeeeeeseesaeeeeeeeeeseeseteas 
BR Ste cere Nae eag ee ite i det ete ee ay eee eee cee sete alate atta 
JES le Si a is 252i arce ere erase wanna peasede ae oman ones fous mrcditemuaana non onca tus ces ettunsv ere esiasenaeenianneee eda es 


Income of Consolidated Group before Income Taxes ...................0..0cc cece ccc ee cence eee cece eee eee nese eee eee een eens 
PROVISION TON TIC OO Fa Gs coc accaaesccas-naacissacianciesaasasccuasase aise snesosiseacdeasaguasastacouaadehiedeaaunesnaienieeases 


Income OF Consolidated GrOUp ose es2isese cesses cece esdaciecedeutedecdcume tage elvncesndia uegineneiSidecduses aig aceasta: 
Equity in income (loss) of unconsolidated affiliates........ 00.00. c cece cece cece eee eee eee e eee eee eee eeee een eeaeeeeea ees 
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Less: Net income (loss) attributable to noncontrolling interests................c0cceeceee eee ee cece eee eeeee neste ees 


Net Income Attributable to Deere & Company.................0.. 00 ccc cece cec cece cece eee eect tenet ee eeeeeeeeeeeeeeeeeees 


Per Share Data 
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The notes to consolidated financial statements are an integral part of this statement. 


DEERE & COMPANY 


STATEMENT OF CONSOLIDATED COMPREHENSIVE INCOME 
For the Years Ended October 31, 2016, 2015 and 2014 
(In millions of dollars) 








2016 2015 2014 

Ls (eu em Fo | |= een en mn eee eee ee er ee a eee eres $1,521.5 $1,940.9 $ 3,163.3 
Other Comprehensive Income (Loss), Net of Income Taxes 

Retirement benefits adjUstMent ......... 0... c eee eee eee e eee e ene eee deed e teeta need eed eta eee eee eeee een een es (907.6) (7.7) (684.4) 
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Less: Comprehensive income (loss) attributable to noncontrolling interests ................cccec cece eee ee cnet eee eset eeees (2.4) 5 1.3 
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The notes to consolidated financial statements are an integral part of this statement. 
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DEERE & COMPANY 


CONSOLIDATED BALANCE SHEET 
As of October 31, 2016 and 2015 
(In millions of dollars except per share amounts) 





2016 

ASSETS 
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Te AIA VO ASSO CL gaa ote avs oe erg deg dae path nac oc eaotatiaipano puede ona as capex dnge ait cesses auto sas eeeeedae eee sentences: 104.1 
PE EMU EN SNS Me ec cee escscste eae rset cade cites a ecard See tbc este ceases end aide nb ese sececensecatpe es tse nd. Cac putalereTeaethoee betel dace ce 93.6 
Deferred income taxes ........c.ccceccecececceceneeceneeceuseceustaenaeaenseaeaaeatenenseaeatenensenenseenaenenaesesaeaneaeeneaeentatenenennensnaenrs 2,964.4 
OER SOUS cance sreceucacetcaetancsecauiestoeacae ciao seadcaieecaasie suas ateueteasusaactet as anaiee cena neat oanneeatacisyaouusatee saat aiotesiscaoeust 1,694.0 
G0 6 |.) | ene Ee ene een ee Eee eT eer Ce eee rer eee ee $ 57,981.4 


LIABILITIES AND STOCKHOLDERS’ EQUITY 


LIABILITIES 
SHOEI ODF OU NGS oc geseayee fo cae eee tea cee cseqttnsseneh bg ne Ore sy ee ces eseeenece asa nee na tate de aadasenrnnteneeanyodecweanaiaeeous S 6,912.2 
SHORE erin Se CUI ZION ONTO VON Os ce aa cics sec ces ante oases geese once sedleu. 5s sasccs teasegeneeedasene nie noseneet eeoeeat ere statnes 5,002.5 
Payables To UnCOnsOlidated ami MACOS sociale ethcertices teeters ya ca dina ular dts sdemieddtonissilow baked Setlcautdeteuulenctaacighnr cba ulead 81.6 
ACCOUNTS Payable ANG ACCHUED EXPENSES sin vnscrvsnacassnersdndtnrasatsatenmeatslesaesdatiuianadaausenbaceanatnssodnietededienedsdaotemarndalenia 7,240.1 
ERG CGI COUN FSS ss sa sence serenastmaennoassse nega stoaseqamouia siege ai eaend nosis gece toa nalenons sah sian eapadanecanaa oranas nose ceases 166.0 
ORIG ME CTEM: DOM OWING cede aicantewscets asseacanarcdebec suet tanctlotenactade beta latl ue cee aecactet casas corer eechtseettead tans eedem teeta 23,0 Joo) 
RELFement DENeGnts arid Oiler WADINT OSs oess scarce Ssecens was soda eteecenedteyacudanateuceloaiet-dueoeueuscareesaceaneedarsoetoeceusivesteunet 8,274.5 
Waa INNIS cate sdefaquaeessoaae boas pias teedieagescsenava van saredat wee gecst satacsas pasa aasageas moadtnaeeux cane eniganeesnooananetandene: 51,436.6 


Commitments and contingencies (Note 22) 
Redeemable noncontrolling interest (Note 4) ...... 0... ccc cece ee cece ene eee e tend need eee ceed teeta et need ese dete neeeeanee eee eaes 14.0 


STOCKHOLDERS’ EQUITY 
Common stock, $1 par value (authorized — 1,200,000,000 shares; 


issued — 536,431,204 shares in 2016 and 2015), at paid-in AMOUNT............ cece cece eee cece ee eee eect eee eee eeseeea eee eeea tees 59118 
Common stock in treasury, 221,663,380 shares in 2016 and 219,743,893 shares in 2015, at COSt........... eee ee (15,677.1) 
PTTL CaN OS eet cietea ee se eee se co phases eee os eaten se eee oe geste oe estes ee sneer eta eee co. rae eo fe: 
Accumulated other comprehensive income (lOSS)............0..0cccccecc eee e eee e eee eee eee eet eee a ete ee dete ented eset cee eeeeeaeeaeeeeeaes (5:626.0) 
Total. Deere:& Company StocknOlders GQ UIy 3. ceceseacue ve zac is deca antec sasueeldecdsaseneescneen ta dsensavesicdseeaeeseeticecuaanceseeueeas: 6,520.0 
PG NCO Me UNG, 1S ceteris cate cts pee ee eeten ace eee oasee eases o an essen eaeee teueaoeneeieegtaeniensenconaenct: 10.8 

HRs) 2) esse 9 el v6) (el | edie = (01 8 16 Mea nee eerenee ree a ene ane ne ee ne NO ee eee ee ren er ene enn eer ee eee eoe eee 6,530.8 
Total Liabilities and Stockholders’ Equity ............... 00.00. .ccccccece eee c nec eee eee eee eet e eee eee eee eeee eee eeeeeeneeeeeeeteeeeeeeaees $ 57,981.4 


2015 


S 4,162.2 
437.4 


S 57,947.6 


S 8,426.6 
4,590.0 


51,190.0 


3,825.6 
(15,497.6) 
23,144.8 


(4,729.4) 


6,743.4 
14.2 


6,/5/.6 
$ 57,947.6 





The notes to consolidated financial statements are an integral part of this statement. 


DEERE & COMPANY 


STATEMENT OF CONSOLIDATED CASH FLOWS 
For the Years Ended October 31, 2016, 2015 and 2014 
(In millions of dollars) 





Cash Flows from Operating Activities 
BS ANG iS ets sessing eetao easter eases ats entesec seco nseooe aete sertesupeagin coe artogtenncecenusied eta dhva the penettaanaeeon 
Adjustments to reconcile net income to net cash provided by operating activities: 
PROWIS ON OF Cledit |OSSOS x.ns20n10nsnarcnscinatnidscansadrenustsinaningndteioangnasmeaieed ay ncuegnadpenaies iyeteiiaceuies 
Provision for depreciation and amortization 
IITA TA COG GOS nics soccaaeeeeetactasa tie sxoract vs ota vecdGnetaa onsormsacnpacteareulemnetiacteneaiarsne va enneeccuss 
Share-based compensation EXPENSE ...........c ccc cece eee ee ee eee e nee eee eee eee ete ed etn et et neta ee eee eens 
Undistributed earnings of unconsolidated affiliates 
Provision (credit) for deferred income taxes 
Changes in assets and liabilities: 
Trade, notes and financing receivables related to sales 
Insurance receivables 
TONS oe ae cepensene wesc cte sens ceo race recuse re nen aacssicddenee ey neieeasnenqcdeusnete snee eisematsuanerepaeransnaarsieaae 
Accounts payable and accrued expenses 
Accrued income taxes payable/receivable 
Retirement benefits 


Cash Flows from Investing Activities 

Collections of receivables (excluding receivables related to sales) 
Proceeds from maturities and sales of marketable securities 
Proceeds from sales of equipment on operating leases ........... 5... cec eee ec ence cece eee eeeeeee eee eee senses neta eeeees 
Proceeds from sales of businesses and unconsolidated affiliates, net of cash sold 
Cost of receivables acquired (excluding receivables related to sales) 
Purchases of marketable SCCUIItICS 00.0.0... ccc cece cence nee e cece ence eee e eed eed ee nee ee deed ee etd tented eeeten tensa eens 
PURCHASES OF PrODEr yan SOUIOMENT 1. aisostsaitanhinsnaedueatasencndiidsannseiecntedinontaallaiieindoiapailaielouda'e Meat adeenniieeatas 
Cost of equipment on operating leases acquired 
Acquisitions of businesses, net of cash acquired 
Other 


Cash Flows from Financing Activities 

Increase (decrease) in total short-term borrowings 
Proceeds from long-term borrowings 
Pe EMN Es .On FOLIO Pent DOR OW IG Spee? aise ae dae Sees oe peer cen oh eee acne tee sha acemeacne 
Proceeds from issuance of common stock 
Repurchases of common stock 
BS To (ela cS oy-ls Reeeeeeeueete meena ter eke en emt ae omen a erm ene nave neh eer on rr wr tr ney Sere tree creme omen er re tenn reer 
Excess tax benefits from share-based compensation 
Other 


Net cash used for financing activities 


Effect of Exchange Rate Changes on Cash and Cash Equivalents 


Net Increase in Cash and Cash Equivalents ...........0.. 00.00. .cc cece cee eee ee cee e cece ee eee eee ee ete eeeeteneeeneeeeeeees 
Cash and Cash Equivalents at Beginning of Year 


Cash and Cash Equivalents at End of Year 


S 


2016 


lyoZ lio 


14,611.4 
169.4 
1,290.2 
81.1 
(13,954.5)} 
(171.2) 
(644.4) 
(2,310.7) 
(198.5) 
(16.0) 


Pitiede 


(1,213.6) 
5,070.7 


(2,400.5) 


(13.0) 


173.6 


4,162.2 


S 4,335.8 


S 


2015 


1,940.9 


14,919.7 
860.7 
1,049.4 
149.2 
(14,996.5} 
(154.9) 
(694.0) 
(2,132.1) 


(60.2) 


(1,058.7) 


(2,119.1) 
(187.3) 


BP DZ 
3,/87.0 


S 4,162.2 


2014 


> <3, 102.3 


13,3:19,1 
1,022.5 
1,091.9 
345.8 

(1 7,240.4) 
(614.6) 
(1,048.3) 
(1,611.0) 


(145.6) 


(2,881.0) 


(288.3) 


(73.6) 


283.0 


3,504.0 


5,767.0 





The notes to consolidated financial statements are an integral part of this statement. 
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DEERE & COMPANY 


STATEMENT OF CHANGES IN CONSOLIDATED STOCKHOLDERS’ EQUITY 


For the Years Ended October 31, 2014, 2015 and 2016 


(In millions of dollars) 





Balance October 31, 2013 .............. 


ICE ICOM sca. aleneseresanaauiesaeatsedeew. 
Other comprehensive loss................ 
Repurchases of common stock.......... 
Treasury shares reissued................4- 
Dividends declared ................00c0cee es 
Stock options and other .................. 


Balance October 31, 2014.............. 


DCE ANC ONC actaptenncekucenscesarenemesyacest 
Other comprehensive loss................ 
Repurchases of common stock.......... 
Treasury shares reissued................4- 
Dividends declared .................000000e 
Stock options and other.................. 


Balance October 31, 2015.............. 


Net income (loss) ...........cc eee eee 
Other comprehensive loss................ 
Repurchases of common stock.......... 
Treasury shares reissued................4- 
Dividends declared .................0c0ceee 
Acquisition (Note 4)..............:.::008 
Stock options and other.................. 


Balance October 31, 2016.............. 


Total 


Stockholders’ 
Equity 


$10,267.7 


85.8 


> 6,530.6 


Common 


Stock 


93,524.2 


en 


3,675.4 


1502 


3,025.0 


86.2 


$3,911.86 


Total Stockholders’ Equity 


Treasury 
Stock 


$(10,210.9) 


(2,73 el) 
107.8 


(12,834.2) 


(2,770.7) 
107.3 


(15,497.6) 


(205.4) 
25.4 


$(15,677.1) 


Retained 
Earnings 


319,645.6 


3, 161A 


(803.4) 
2 


22,004.4 


1,940.0 


(799.5) 
(1) 


23,1448 


LZ32 


(757.1) 


(.3) 


$23,911.3 


Deere & Company Stockholders 


Accumulated 


Other Redeemable 
Comprehensive Noncontrolling | Noncontrolling 
Income (Loss) Interests Interest 
$(2,693.1) $ 1.9 
1.6 
(1,089.9) (.3) 
(.3) 
(3,783.0) 23 
9 
(946.4) (.4) 
(1.3) 
12.1 
(4,729.4) 14.2 
(2.4) 
(896.6) 
(.9) 
$14.0 
ae _ tt — 
$(5,626.0) $10.8 $14.0 





The notes to consolidated financial statements are an integral part of this statement. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 





1. ORGANIZATION AND CONSOLIDATION 





Structure of Operations 
The information in the notes and related commentary are 
presented in a format which includes data grouped as follows: 


Equipment Operations — Includes the company’s agriculture and 
turf operations and construction and forestry operations with 
financial services reflected on the equity basis. 


Financial Services — Includes primarily the company’s financing 
operations. 


Consolidated — Represents the consolidation of the equipment 
operations and financial services. References to ‘‘Deere & 
Company” or ‘“‘the company” refer to the entire enterprise. 


Principles of Consolidation 

The consolidated financial statements represent primarily the 
consolidation of all companies in which Deere & Company has a 
controlling interest. Certain variable interest entities (VIEs) are 
consolidated since the company has both the power to direct 
the activities that most significantly impact the VIEs’ economic 
performance and the obligation to absorb losses or the right to 
receive benefits that could potentially be significant to the VIEs. 
Deere & Company records its investment in each unconsolidated 
affiliated company (generally 20 to 50 percent ownership) at its 
related equity in the net assets of such affiliate (see Note 10). 
Other investments (less than 20 percent ownership) are recorded 
at cost. 


Fiscal Year 

The company uses a 52/53 week fiscal year ending on the last 
Sunday in the reporting period. The fiscal year ends for 2016, 
2015 and 2014 were October 30, 2016, November 1, 2015 and 
November 2, 2014, respectively. Fiscal year 2014 contained 

53 weeks. For ease of presentation, the consolidated financial 
statements and notes continue to be dated October 31. 


Variable Interest Entities 
See Note 13 for VIEs related to securitization of financing 
receivables. 


2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


The following are significant accounting policies in addition to 


those included in other notes to the consolidated financial 
statements. 


Use of Estimates in Financial Statements 

The preparation of financial statements in conformity with 
accounting principles generally accepted in the U.S. requires 
management to make estimates and assumptions that affect the 
reported amounts and related disclosures. Actual results could 
differ from those estimates. 


Revenue Recognition 

Sales of equipment and service parts are recorded when the 
sales price is determinable and the risks and rewards of 
ownership are transferred to independent parties based on the 
sales agreements in effect. In the U.S. and most international 
locations, this transfer occurs primarily when goods are shipped. 
In Canada and some other international locations, certain goods 
are shipped to dealers on a consignment basis under which the 
risks and rewards of ownership are not transferred to the dealer. 
Accordingly, in these locations, sales are not recorded until a 
retail customer has purchased the goods. In all cases, when a 


sale is recorded by the company, no significant uncertainty exists 
surrounding the purchaser's obligation to pay. No right of return 
exists on sales of equipment. Service parts and certain 
attachments returns are estimable and accrued at the time a sale 
is recognized. The company makes appropriate provisions based 
on experience for costs such as doubtful receivables, sales 
incentives and product warranty. 


Financing revenue is recorded over the lives of related 
receivables using the interest method. Extended warranty 
premiums recorded in other income are generally recognized in 
proportion to the costs expected to be incurred over the 
contract period. Deferred costs on the origination of financing 
receivables are recognized as a reduction in finance revenue over 
the expected lives of the receivables using the interest method. 
Income and deferred costs on the origination of operating leases 
are recognized on a straight-line basis over the scheduled lease 
terms in finance revenue. 


Sales Incentives 

At the time a sale is recognized, the company records an 
estimate of the future sales incentive costs for allowances and 
financing programs that will be due when a dealer sells the 
equipment to a retail customer. The estimate is based on 
historical data, announced incentive programs, field inventory 
levels and retail sales volumes. 


Product Warranties 

At the time a sale is recognized, the company records the 
estimated future warranty costs. These costs are usually 
estimated based on historical warranty claims (see Note 22). 


Sales Taxes 

The company collects and remits taxes assessed by different 
governmental authorities that are both imposed on and 
concurrent with revenue producing transactions between the 
company and its customers. These taxes may include sales, use, 
value-added and some excise taxes. The company reports the 
collection of these taxes on a net basis (excluded from 
revenues). 


Shipping and Handling Costs 
Shipping and handling costs related to the sales of the 
company’s equipment are included in cost of sales. 


Advertising Costs 

Advertising costs are charged to expense as incurred. This 
expense was $169 million in 2016, $157 million in 2015 and 
$174 million in 2014. 


Depreciation and Amortization 

Property and equipment, capitalized software and other 
intangible assets are generally stated at cost less accumulated 
depreciation or amortization. These assets are depreciated over 
their estimated useful lives generally using the straight-line 
method. Equipment on operating leases is depreciated over the 
terms of the leases using the straight-line method. Property and 
equipment expenditures for new and revised products, increased 
Capacity and the replacement or major renewal of significant 
items are capitalized. Expenditures for maintenance, repairs and 
minor renewals are generally charged to expense as incurred. 


Securitization of Receivables 
Certain financing receivables are periodically transferred to 
special purpose entities (SPEs) in securitization transactions (see 


20 


36 





Note 13). These securitizations qualify as collateral for secured 
borrowings and no gains or losses are recognized at the time of 
securitization. The receivables remain on the balance sheet and 
are classified as “Financing receivables securitized — net.”’ The 
company recognizes finance income over the lives of these 
receivables using the interest method. 


Receivables and Allowances 

All financing and trade receivables are reported on the balance 
sheet at outstanding principal adjusted for any charge-offs, the 
allowance for credit losses, and any deferred fees or costs on 
originated financing receivables. Allowances for credit losses are 
maintained in amounts considered to be appropriate in relation 
to the receivables outstanding based on collection experience, 
economic conditions and credit risk quality. Receivables are 
written-off to the allowance when the account is considered 
uncollectible. 


Impairment of Long-Lived Assets, Goodwill and Other 
Intangible Assets 

The company evaluates the carrying value of long-lived assets 
(including equipment on operating leases, property and 
equipment, goodwill and other intangible assets) when events or 
circumstances warrant such a review. Goodwill and intangible 
assets with indefinite lives are tested for impairment annually at 
the end of the third fiscal quarter each year, and more often if 
events or circumstances indicate a reduction in the fair value 
below the carrying value. Goodwill is allocated and reviewed for 
impairment by reporting units, which consist primarily of the 
operating segments and certain other reporting units. The 
goodwill is allocated to the reporting unit in which the business 
that created the goodwill resides. To test for goodwill 
impairment, the carrying value of each reporting unit is 
compared with its fair value. If the carrying value of the goodwill 
or long-lived asset is considered impaired, a loss is recognized 
based on the amount by which the carrying value exceeds the 
fair value of the asset (see Notes 5 and 26). 


Derivative Financial Instruments 

It is the company’s policy that derivative transactions are 
executed only to manage exposures arising in the normal course 
of business and not for the purpose of creating speculative 
positions or trading. The company’s financial services manage 
the relationship of the types and amounts of their funding 
sources to their receivable and lease portfolio in an effort to 
diminish risk due to interest rate and foreign currency 
fluctuations, while responding to favorable financing 
opportunities. The company also has foreign currency exposures 
at some of its foreign and domestic operations related to 
buying, selling and financing in currencies other than the 
functional currencies. 


All derivatives are recorded at fair value on the balance sheet. 
Cash collateral received or paid is not offset against the 
derivative fair values on the balance sheet. Each derivative is 
designated as either a cash flow hedge, a fair value hedge, or 
remains undesignated. Changes in the fair value of derivatives 
that are designated and effective as cash flow hedges are 
recorded in other comprehensive income and reclassified to the 
income statement when the effects of the item being hedged 
are recognized in the income statement. Changes in the fair 
value of derivatives that are designated and effective as fair 
value hedges are recognized currently in net income. These 
changes are offset in net income to the extent the hedge was 


effective by fair value changes related to the risk being hedged 
on the hedged item. Changes in the fair value of undesignated 
hedges are recognized currently in the income statement. All 
ineffective changes in derivative fair values are recognized 
currently in net income. 


All designated hedges are formally documented as to the 
relationship with the hedged item as well as the 
risk-management strategy. Both at inception and on an ongoing 
basis the hedging instrument is assessed as to its effectiveness. 
If and when a derivative is determined not to be highly effective 
as a hedge, the underlying hedged transaction is no longer likely 
to occur, the hedge designation is removed, or the derivative is 
terminated, the hedge accounting discussed above is 
discontinued (see Note 27). 


Foreign Currency Translation 

The functional currencies for most of the company’s foreign 
operations are their respective local currencies. The assets and 
liabilities of these operations are translated into U.S. dollars at 
the end of the period exchange rates. The revenues and 
expenses are translated at weighted-average rates for the 
period. The gains or losses from these translations are recorded 
in other comprehensive income. Gains or losses from 
transactions denominated in a currency other than the 
functional currency of the subsidiary involved and foreign 
exchange forward contracts are included in net income. The 
pretax net gain (loss) for foreign exchange in 2016, 2015 and 
2014 was $(38) million, $22 million and $(47) million, 
respectively. 


3. NEW ACCOUNTING STANDARDS 


New Accounting Standard Adopted 

In September 2015, the Financial Accounting Standards Board 
(FASB) issued Accounting Standards Update (ASU) No. 2015-16, 
Simplifying the Accounting for Measurement-Period 
Adjustments, which amends Accounting Standards Codification 
(ASC) 805, Business Combinations. This ASU requires that 
acquiring entities recognize measurement period adjustments in 
the reporting period the amounts are determined, including 
earnings adjustments that would have been recorded in previous 
periods if the adjustments were known at the acquisition date. 
The company early adopted this ASU in the second quarter of 
2016. The adoption did not have a material effect on the 
company’s consolidated financial statements. 





New Accounting Standards to be Adopted 

In May 2014, the FASB issued ASU No. 2014-09, Revenue from 
Contracts with Customers (Topic 606), which supersedes the 
revenue recognition requirements in ASC 605, Revenue 
Recognition. This ASU is based on the principle that revenue is 
recognized to depict the transfer of goods or services to 
customers in an amount that reflects the consideration to which 
the entity expects to be entitled in exchange for those goods or 
services. The ASU also requires additional disclosure about the 
nature, amount, timing and uncertainty of revenue. In August 
2015, the FASB amended the effective date to be the first 
quarter of fiscal year 2019 with early adoption permitted in the 
first quarter of fiscal year 2018. The FASB issued several 
amendments clarifying various aspects of the ASU, including 
revenue transactions that involve a third party, goods or services 
that are immaterial in the context of the contract and licensing 
arrangements. The adoption will use one of two retrospective 
application methods. The company plans to adopt the ASU 





effective the first quarter of fiscal year 2019 and is evaluating 
the potential effects on the consolidated financial statements. 


In June 2014, the FASB issued ASU No. 2014-12, Accounting for 
Share-Based Payments When the Terms of an Award Provide 
That a Performance Target Could Be Achieved after the Requisite 
Service Period, which amends ASC 718, Compensation — Stock 
Compensation. This ASU requires that a performance target that 
affects vesting and that could be achieved after the requisite 
service period be treated as a performance condition. 
Compensation cost should be recognized in the period in which 
it becomes probable that the performance target will be 
achieved and should represent the compensation cost 
attributable to the periods the service has already been 
rendered. The total compensation cost recognized during and 
after the requisite service period should reflect the number of 
awards that are expected to vest and should be adjusted to 
reflect those awards that ultimately vest. The effective date will 
be the first quarter of fiscal year 2017. The adoption will not 
have a material effect on the company’s consolidated financial 
statements. 


In April 2015, the FASB issued ASU No. 2015-03, Simplifying the 
Presentation of Debt Issuance Costs, which amends ASC 835-30, 
Interest — Imputation of Interest. This ASU requires that debt 
issuance costs related to borrowings be presented in the balance 
sheet as a direct deduction from the carrying amount of the 
borrowing. The effective date will be the first quarter of fiscal 
year 2017 and will be applied retrospectively. The adoption will 
not have a material effect on the company’s consolidated 
financial statements. 


In April 2015, the FASB issued ASU No. 2015-05, Customer's 
Accounting for Fees Paid in a Cloud Computing Arrangement, 
which amends ASC 350-40, Intangibles-Goodwill and Other- 
Internal-Use Software. This ASU provides guidance to customers 
about whether a cloud computing arrangement includes a 
software license. If an arrangement includes a software license, 
the accounting for the license will be consistent with licenses of 
other intangible assets. If the arrangement does not include a 
license, the arrangement will be accounted for as a service 
contract. The effective date will be the first quarter of fiscal year 
2017 and will be adopted prospectively. The adoption will not 
have a material effect on the company’s consolidated financial 
statements. 


In July 2015, the FASB issued ASU No. 2015-11, Simplifying the 
Measurement of Inventory, which amends ASC 330, Inventory. 
This ASU simplifies the subsequent measurement of inventory by 
using only the lower of cost or net realizable value. The ASU 
does not apply to inventory measured using the last-in, first-out 
method. The company will early adopt the ASU in the first 
quarter of fiscal year 2017. The adoption will not have a material 
effect on the company’s consolidated financial statements. 


In August 2015, the FASB issued ASU No. 2015-15, Presentation 
and Subsequent Measurement of Debt Issuance Costs Associated 
with Line-of-Credit Arrangements, which amends ASC 835-30, 
Interest — Imputation of Interest. This ASU clarifies the 
presentation and subsequent measurement of debt issuance 
costs associated with lines of credit. These costs may be 
presented as an asset and amortized ratably over the term of the 
line of credit arrangement, regardless of whether there are 
outstanding borrowings on the arrangement. The effective date 
will be the first quarter of fiscal year 2017 and will be applied 


retrospectively. The adoption will not have a material effect on 
the company’s consolidated financial statements. 


In January 2016, the FASB issued ASU No. 2016-01, Recognition 
and Measurement of Financial Assets and Financial Liabilities, 
which amends ASC 825-10, Financial Instruments — Overall. This 
ASU changes the treatment for available-for-sale equity 
investments by recognizing unrealized fair value changes directly 
in net income, and no longer in other comprehensive income. 
The effective date will be the first quarter of fiscal year 2019. 
Early adoption of the provisions affecting the company is not 
permitted. The ASU will be adopted with a cumulative-effect 
adjustment to the balance sheet in the year of adoption. The 
company is evaluating the potential effects on the consolidated 
financial statements. 


In February 2016, the FASB issued ASU No. 2016-02, Leases 
(Topic 842), which supersedes ASC 840, Leases. The ASU’s 
primary change is the requirement for lessee entities to 
recognize a lease liability for payments and a right of use asset 
during the term of operating lease arrangements. The ASU does 
not significantly change the lessee’s recognition, measurement 
and presentation of expenses and cash flows from the previous 
accounting standard. Lessors’ accounting under the ASC is 
largely unchanged from the previous accounting standard. 
Lessees and lessors will use a modified retrospective transition 
approach. The effective date will be the first quarter of fiscal 
year 2020 with early adoption permitted. The company is 
evaluating the potential effects on the consolidated financial 
statements. 


In March 2016, the FASB issued ASU No. 2016-07, Simplifying 
the Transition to the Equity Method of Accounting, which 
amends ASC 323, Investments — Equity Method and Joint 
Ventures. This ASU eliminates the requirement to retroactively 
restate the investment, results of operations and retained 
earnings on a step by step basis when an investment qualifies 
for use of the equity method as a result of an increase in 
ownership or degree of influence. The effective date will be the 
first quarter of fiscal year 2018, with early adoption permitted, 
and will be adopted prospectively. The adoption will not have a 
material effect on the company’s consolidated financial 
statements. 


In March 2016, the FASB issued ASU No. 2016-09, 
Improvements to Employee Share-Based Payment Accounting, 
which amends ASC 718, Compensation — Stock Compensation. 
This ASU simplifies the treatment of share based payment 
transactions by recognizing the impact of excess tax benefits or 
deficiencies related to exercised or vested awards in income tax 
expense in the period of exercise or vesting. This change will be 
recognized prospectively. The presentation of excess tax benefits 
in the statement of consolidated cash flows is also modified to 
be included with other income tax cash flows as an operating 
activity. The change can be adopted using a prospective or 
retrospective transition method. The ASU also clarifies that cash 
paid by an employer when directly withholding shares for tax 
withholding purposes should be presented as a financing activity 
in the statement of consolidated cash flows and should be 
applied retrospectively. The effective date will be the first quarter 
of fiscal year 2018, with early adoption permitted. The company 
is evaluating the potential effects on the consolidated financial 
statements. 
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In June 2016, the FASB issued ASU No. 2016-13, Measurement 
of Credit Losses on Financial Instruments, which establishes ASC 
326, Financial Instruments — Credit Losses. The ASU revises the 
measurement of credit losses for financial assets measured at 
amortized cost from an incurred loss methodology to an 
expected loss methodology. The ASU affects trade receivables, 
debt securities, net investment in leases and most other financial 
assets that represent a right to receive cash. Additional 
disclosures about significant estimates and credit quality are also 
required. The effective date will be the first quarter of fiscal year 
2021, with early adoption permitted beginning in fiscal year 
2020. The ASU will be adopted using a modified-retrospective 
approach. The company is evaluating the potential effects on 
the consolidated financial statements. 


In August 2016, the FASB issued ASU No. 2016-15, Classification 
of Certain Cash Receipts and Cash Payments, which amends 

ASC 230, Statement of Cash Flows. This ASU provides guidance 
on the statement of cash flows presentation of certain 
transactions where diversity in practice exists. The effective date 
will be the first quarter of fiscal year 2019, with early adoption 
permitted. The ASU will be adopted using a retrospective 
transition approach. The adoption will not have a material effect 
on the company’s consolidated financial statements. 


In October 2016, the FASB issued ASU No. 2016-16, Intra-Entity 
Transfers of Assets Other Than Inventory, which amends 

ASC 740, Income Taxes. This ASU requires that the income tax 
consequences of an intra-entity asset transfer other than 
inventory are recognized at the time of the transfer. The 
effective date will be the first quarter of fiscal year 2019, with 
early adoption permitted. The ASU will be adopted using a 
modified-retrospective approach. The adoption will not have a 
material effect on the company’s consolidated financial 
statements. 


In November 2016, the FASB issued ASU No. 2016-18, Restricted 
Cash, which amends ASC 230, Statement of Cash Flows. This 
ASU requires that a statement of cash flows explain the change 
during the reporting period in the total of cash, cash 
equivalents, and restricted cash or restricted cash equivalents. 
The effective date will be the first quarter of fiscal year 2019, 
with early adoption permitted, and will be adopted using a 
retrospective transition approach. The adoption will not have a 
material effect on the company’s consolidated financial 
statements. 


4. ACQUISITIONS AND DISPOSITIONS 


In March 2016, the company acquired an 80 percent interest in 


Hagie Manufacturing Company, LLC, the U.S. market leader in 
high-clearance sprayers located in Clarion, lowa, for a cost of 
approximately $53 million, net of cash acquired of $3 million. 
The fair values assigned to the assets and liabilities related to 
the acquired entity were approximately $2 million of trade 
receivables, $33 million of inventories, $17 million of property 
and equipment, $33 million of goodwill, $22 million of 
identifiable intangible assets, $3 million of other assets and 
$43 million of accounts payable and accrued expenses, with a 
$14 million redeemable noncontrolling interest. The identifiable 
intangibles were primarily related to technology, trade name and 
customer relationships, which have a weighted average 
amortization period of eight years. The goodwill is expected to 
be deducted for tax purposes. If certain events occur, the 


minority interest holder has the right to exercise a put option 
that would require the company to purchase the holder's 
membership interest. The company also has a call option 
exercisable after a certain period of time. The put and call 
options cannot be separated from the noncontrolling interest. 
Due to the redemption features, the minority interest holder's 
value is classified as a redeemable noncontrolling interest in the 
company’s consolidated balance sheet. 


In February 2016, the company acquired Monosem for a cost of 
approximately $146 million, net of cash acquired of $20 million. 
Monosem, with four facilities in France and two in the USS., is 
the European market leader in precision planters. The fair values 
assigned to the assets and liabilities related to the acquired 
entity were approximately $5 million of trade receivables, 

$2 million of other receivables, $29 million of inventories, 

$24 million of property and equipment, $62 million of goodwill, 
$42 million of identifiable intangible assets, $23 million of other 
assets, $22 million of accounts payable and accrued expenses 
and $19 million of deferred tax liabilities. The identifiable 
intangibles were primarily related to trade name, customer 
relationships and technology, which have a weighted average 
amortization period of nine years. The goodwill is not expected 
to be deducted for tax purposes. 


For both 2016 acquisitions, the entities were consolidated and 
the results of these operations have been included in the 
company’s consolidated financial statements in the agriculture 
and turf operating segment since the date of acquisition. The 
pro forma results of operations as if the acquisitions had 
occurred at the beginning of the current or comparative fiscal 
year would not differ significantly from the reported results. 


In March 2015, the company closed the sale of all of the stock 
of its wholly-owned subsidiaries, John Deere Insurance Company 
and John Deere Risk Protection, Inc. (collectively the Crop 
Insurance operations) to Farmers Mutual Hail Insurance Company 
of lowa. These operations were included in the company’s 
financial services operating segment. At January 31, 2015, the 
total assets of $381 million and liabilities of $267 million were 
classified as held for sale in the consolidated financial 
statements, which consisted of $13 million of cash and cash 
equivalents, $79 million of marketable securities, $265 million of 
other receivables, $4 million of other intangible assets-net and 
$20 million of other assets. The related liabilities held for sale 
consisted of accounts payable and accrued expenses. The total 
amount of proceeds from the sale was approximately 

$154 million, including $5 million of cash and cash equivalents 
sold, with a gain recorded in other income of $42 million pretax 
and $40 million after-tax. The tax expense was partially offset by 
a change in a valuation allowance on a capital loss carryforward. 
The company provided certain business services for a fee during 
a transition period. 


In May 2014, the company closed the sale of the stock and 
certain assets of the entities that compose the company’s Water 
operations to FIMI Opportunity Funds. At April 30, 2014, the 
total assets of $85 million and liabilities of $50 million were 
classified as held for sale in the consolidated financial 
statements. The total amount of proceeds from the sale was 
approximately $35 million with a loss recorded in other operating 
expenses of $10 million pretax and after-tax in addition to the 





impairments recorded (see Note 5). The company provided 
certain business services for a fee during a transition period. 


In December 2013, the company sold 60 percent of its subsidiary 
John Deere Landscapes, LLC (Landscapes) to a private equity 
investment firm affiliated with Clayton, Dubilier & Rice, LLC 
(CD&R). At October 31, 2013, the total assets of $505 million 
and liabilities of $120 million for these operations were classified 
as held for sale in the consolidated financial statements and 
written down to realizable value. The total amount of proceeds 
from the sale at closing was approximately $305 million with no 
significant additional gain or loss, after recording a non-cash 
charge in the fourth quarter of 2013 of $45 million pretax and 
after-tax to write down Landscapes to net realizable value. The 
proceeds consisted of $174 million equity contribution and third 
party debt raised by Landscapes. 


The equity contribution was in the form of newly issued 
cumulative convertible participating preferred units representing 
60 percent of the voting rights (on an as converted basis), which 
were converted to common shares in May 2016 (see Note 5). 


The company initially retained 40 percent of the Landscapes 
business in the form of common stock. As of January 2014, the 
company deconsolidated Landscapes and began reporting the 
results as an equity investment in unconsolidated affiliates. Due 
to the company’s continuing involvement through its initial 

40 percent interest, Landscapes’ historical operating results are 
presented in continuing operations. Landscapes was rebranded 
to SiteOne Landscapes Supply, Inc. during 2015. 


5. SPECIAL ITEMS 


Impairments 

In the fourth quarter of 2016, the company recorded a non-cash 
charge in cost of sales for the impairment of long-lived assets of 
$13 million pretax and after-tax. The assets are part of the 
company’s construction and forestry operations in China. The 
impairment is the result of a decline in forecasted financial 
performance that indicated it was probable the future cash flows 
would not cover the carrying amount of assets used to 
manufacture construction equipment in that country. In 
addition, the company recorded a non-cash charge of 

$12 million pretax and after-tax, in equity in loss of 
unconsolidated affiliates for an other than temporary decline in 
value of an investment in a construction equipment joint venture 
in Brazil (see Note 26). 


In 2016, the company recorded non-cash charges in other 
operating expenses of approximately $31 million pretax for the 
impairment of equipment on operating leases and approximately 
$29 million pretax on matured operating lease inventory 
recorded in other assets. The impairment was the result of lower 
estimated values of used agriculture and construction equipment 
than originally estimated with the probable effect that the future 
cash flows would not cover the carrying amount of the net 
assets. The assets are part of the financial services operations 
(see Note 26). 


In the fourth quarter of 2014, the company recorded non-cash 
charges in cost of sales for the impairment of long-lived assets 
of $18 million and other assets of $16 million pretax and 
after-tax. The assets are part of the company’s agriculture and 
turf operations in China. The impairment is the result of a 
decline in forecasted financial performance that indicated it was 
probable the future cash flows would not cover the carrying 





amount of assets used to manufacture agricultural equipment in 
that country (see Note 26). 


In 2014, the company recorded non-cash charges of $62 million 
pretax, or $30 million after-tax, related to the Water operations. 
In the first quarter, a $26 million pretax and after-tax loss was 
recorded in cost of sales for the impairment of long-lived assets. 
In the second quarter, an additional non-cash charge of 

$36 million pretax, or $4 million after-tax, was recorded in other 
operating expenses for an impairment to write the Water 
operations down to fair value less costs to sell. The tax benefits 
recognized resulted primarily from a change in valuation 
allowances of the Water operations. These operations were 
included in the company’s agriculture and turf operating 
segment (see Note 26). 


Sale of Partial Investment in Unconsolidated Affiliate 

In May 2016, the company received a distribution of $60 million 
from SiteOne that reduced the company’s investment in 
unconsolidated affiliates. The distribution included $4 million of 
a return on investment, which is shown in the statement of 
consolidated cash flows in undistributed earnings of 
unconsolidated affiliates in net cash provided by operating 
activities, and $56 million of a return of investment shown in 
other cash flows from investing activities. In May 2016, the 
company also sold approximately 30 percent of its interest in 
SiteOne in an initial public offering and terminated a service 
agreement resulting in gross proceeds of approximately 

$81 million with a total gain of $75 million pretax or $47 million 
after-tax. The gain is recorded in other income. The company 
retained approximately a 24 percent ownership interest in 
SiteOne. The approximate fair value of the company’s holding at 
the fiscal year end was $292 million. In December 2016, the 
company sold an additional portion of its interest in SiteOne. 
Details of the sale are included in Note 30. 


6. CASH FLOW INFORMATION 


For purposes of the statement of consolidated cash flows, the 


company considers investments with purchased maturities of 
three months or less to be cash equivalents. Substantially all of 
the company’s short-term borrowings, excluding the current 
maturities of long-term borrowings, mature or may require 
payment within three months or less. 


The equipment operations sell a significant portion of their trade 
receivables to financial services. These intercompany cash flows 
are eliminated in the consolidated cash flows. 


All cash flows from the changes in trade accounts and notes 
receivable (see Note 12) are classified as operating activities in 
the statement of consolidated cash flows as these receivables 
arise from sales to the company’s customers. Cash flows from 
financing receivables that are related to sales to the company’s 
customers (see Note 12) are also included in operating activities. 
The remaining financing receivables are related to the financing 
of equipment sold by independent dealers and are included in 
investing activities. 


The company had the following non-cash operating and 
investing activities that were not included in the statement of 
consolidated cash flows. The company transferred inventory to 
equipment on operating leases of $685 million, $674 million and 
$794 million in 2016, 2015 and 2014, respectively. The company 
also had accounts payable related to purchases of property and 
equipment of $114 million, $89 million and $128 million at 
October 31, 2016, 2015 and 2014, respectively. 
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Cash payments for interest and income taxes consisted of the 


following in millions of dollars: 


In 2016, the company changed the method used to estimate the 
service and interest cost components of the net periodic pension 
and postretirement benefits cost. The new method uses the spot 
yield curve approach to estimate the service and interest cost by 














2016 2015 2014 
Interest: 
Equipment operations..................0:0206 Ss 442 $ 471 $ 506 
FINaNClal SEMICES vcsscccssusiocdoverenseseuetens 524 443 454 
Intercompany eliminations ................... (240) (253) (268) 
Consolidated ..............00 ee S 7/26 $ 661 S$ 692 
Income taxes: 
Equipment operations..............2...:::20 Ss 314 $ 828 $1,640 
Financial Services ............ccceseeeeseeeeeeees (26) 190 333 
Intercompany eliminations ................... 104 (117) (2753) 
S$ 901 $1,720 


Consolidated ....................cccccccccceeeeee ees S$ 392 


7. PENSION AND OTHER POSTRETIREMENT BENEFITS 


The company has several defined benefit pension plans and 
postretirement health care and life insurance plans covering its 
U.S. employees and employees in certain foreign countries. The 
company uses an October 31 measurement date for these plans. 


The components of net periodic pension cost and the 
assumptions related to the cost consisted of the following in 
millions of dollars and in percents: 





























2016 2015 2014 

Pensions 

S@rViCE COSE 2... ..eccecececececeeceeeeeeeeeeeneanens S$ 254 $ 282 $ 244 
IIEEV EST COST. sscasadoscocanachangakstinacanendy aumede biol 474 480 
Expected return on plan assets ................ (775) (769) (776) 
Amortization of actuarial loss................... 211 22 177 
Amortization of prior service cost ............. 16 25 Vas 
Other postemployment benefits ............... 2 ] 5 
Settlements/curtailments ................0:00008 1] 1] 9 
INGE COSE signees ledcsceiidasnd lace sesceeunesuares: Ss 110 $ 247 $ 164 
Weighted-average assumptions 

Discount rates — service COSt ..............0608- 4.3% 4.0% 4.5% 
Discount rates — interest COSt ..............205- 3.4% 4.0% 4.5% 
Rate of compensation increase ................ 3.8% 3.8% 3.8% 
Expected long-term rates of return........... 7 3h 7 3% 7S 


The components of net periodic postretirement benefits cost 
and the assumptions related to the cost consisted of the 
following in millions of dollars and in percents: 


2016 2015 2014 


Health care and life insurance 


SOPVICGCOSE -. oxeccccsdeccociecnsaedientaaeeavcwsaede Ss 38 $ 46 $s 44 





























GROSE COST ccccccnsdiccasnrcksnamict Guidennes umes 204 259 26/7 
Expected return on plan assets ................ (35) (55) (72) 
Amortization of actuarial loss.................-. 73 9] 53 
Amortization of prior service credit ........... (78) (77) (3) 
Settlements/curtailments ...........c.ceeeeeee ] (1) 
IMGT COS 6 ec ncachecseccaconduen ateieacoreeuee oon ce Ss 202 & 265 3% 268 
Weighted-average assumptions 

Discount rates — service Cost ..............2.... 5.0% 42% 4.7% 
Discount rates — interest cost .............0.... 3.5% 42h 4.7% 
Expected long-term rates of return........... 6.6% 7.0% 7 Lh 








applying the specific spot rates along the yield curve used to 
determine the benefit plan obligations to relevant projected cash 
outflows. Previously, the service and interest cost components 
were determined using a single weighted-average discount rate. 
The change does not affect the measurement of the total 
benefit plan obligations as the change in service and interest 
cost offsets in the actuarial gains and losses recorded in other 
comprehensive income. The spot yield curve approach provides a 
more precise measure of service and interest cost by improving 
the correlation between the projected benefit cash flows and the 
discrete spot yield curve rates. The company accounted for this 
change as a change in estimate prospectively beginning in 2016. 
The discount rate used to measure the 2016 service and interest 
cost using the single weighted-average discount rate method 
would have been 4.1 percent for pension and 4.3 percent for 
postretirement benefits. The decrease in the 2016 total service 
and interest cost was approximately $175 million compared to 


the previous method. 


The previous pension cost in net income and other changes in 
plan assets and benefit obligations in other comprehensive 


income in millions of dollars were as follows: 




















2016 2015 2014 
Pensions 
(NC Ee | een ee mnt nn eS Pere er en S$ 110 $s 247 $ 164 
Retirement benefit adjustments included in 
other comprehensive (income) loss: 
Net actuarial loss ......... eee, 1,140 36] 940 
PLO’ SCIVIES COST ics bcciesdencercidetursieeds ] 66 
Amortization of actuarial loss............ (211) (223) (177) 
Amortization of prior service cost....... (16) (25) (25) 
Settlements/curtailments ................. (14) (11) (9) 
Total loss recognized in other 
comprehensive (income) loss...... 900 168 729 
Total recognized in comprehensive 
WACONIE) TOSS ccdccccsor<cucehiwemarevannarentses $1,010 s 415 $ 893 




















The previous postretirement benefits cost in net income and 
other changes in plan assets and benefit obligations in other 
comprehensive income in millions of dollars were as follows: 














2016 2015 2014 
Health care and life insurance 
VET COS casters secs oat ait cera eeoeeeaceas Ss 202 8 265 &. 268 
Retirement benefit adjustments included in 
other comprehensive (income) loss: 
Net actuarial (gain) loss ................... 496 (141) 748 
Prior service credit ............c.ccceeeee eae (3) (3) (370) 
Amortization of actuarial loss............ (73) (91) (33) 
Amortization of prior service credit..... 78 7/ 3 
Settlements/curtailments ................. (2) ] 
Total (gain) loss recognized in other 
comprehensive (income) loss...... 498 (160) 349 
Total recognized in comprehensive 
(income) lOSS ........e cece ee eeeseeeee eee eeeaeees S$ 700 s 105 $ 617 























The benefit plan obligations, funded status and the assumptions 
related to the obligations at October 31 in millions of dollars 
follow: 






































Health Care 
and 
Pensions Life Insurance 

2016 2015 2016 2015 
Change in benefit obligations 
Beginning of year balance............ $(12,186) $(12,190) $(6,084) $(6,304) 
Service COSt ........... cece eee eee e ees (254) (282) (38) (46) 
Interest COSt ....... eee eee eee (391) (474) (204) (259) 
Actuarial gain (loss) ...................5 (1,001) (174) (478) LZ 
Amendments...............0.:0ce:eeeeee (1) (66) 3 3 
BONIOTIES DAI sc: <cegnesteenesdleceatecens 702 781 321 344 
Health care subsidies.................. (16) (20) 
Other postemployment benefits... (2) (1) 
Settlements/curtailments............. 6 2 ] 
Foreign exchange and other......... 4] 218 (4) 25 
End of year balance.................... (13,086) (12,186) (6,500) (6,084) 
Change in plan assets (fair value) 
Beginning of year balance............ 11,164 11,447 689 957 
Actual return on plan assets......... 628 582 17 24 
Employer contribution................. 80 83 47 48 
Benefits paid..................cceeee eee (702) (781) (321) (344) 
Settlements ........0.0..ceceeeeee eee (3) (2) 
Foreign exchange and other......... (30) (165) 3 4 
End of year balance..................4. 11,137 11,164 435 689 
Funded status .....................0.0.. S$ (1,949) $ (1,022) $(6,065) $(5,395) 
Weighted-average assumptions 
DISCOUNE WATE inc ccoavutecaceinmsenacers 3.6% 41% 3.8% 43% 
Rate of compensation increase ..... 3.8% 3.8% 


In the fourth quarter of 2015, the company decided to 
transition Medicare eligible wage and certain Medicare eligible 
salaried retirees to a Medicare Advantage plan offered by a 
private insurance company effective in January 2016. This 
change did not affect the participants’ level of benefits and is 
expected to result in future cost savings for the company. 


The mortality assumptions for the 2016 and 2015 benefit plan 
obligations reflect the most recent tables issued by the Society 
of Actuaries at that time. 


For Medicare eligible salaried retirees that primarily retire after 
July 1, 1993 and are eligible for postretirement medical 
benefits, the company’s postretirement benefit plan consists of 
annual Retiree Medical Credits (RMCs). The RMC is a monetary 
amount provided to the retirees annually to assist with their 
medical costs. In October 2014, the RMC plan was modified to 
change the annual cost sharing provisions. Beginning in 2015, 
the annual RMC amount did not increase and future changes in 
the amount will be set each year by the company. 


The amounts recognized at October 31 in millions of dollars 
consist of the following: 












































Health Care 
and 
Pensions Life Insurance 
2016 2015 2016 2015 
Amounts recognized in 
balance sheet 
Noncurrent asset...............:c00ceeeeees S 94 $ 216 
CUNT MIE NADINE on dnacnaatcnieetezmusendeansaes (33) (44) $ (32) $ (20) 
NOMCUMENE ADINTY wcncccvicrsieietsccemensene (2,010) (1,194) (6,033) (5,375) 
TOU Sher cverecaeecieovetvionetiaasseress $(1,949) $(1,022) $(6,065) $(5,395) 
Amounts recognized in 
accumulated other 
comprehensive income — pretax 
Net actuarial loss ..........cccceeceeeceeees $5,309 $4393 $1,865 $ 1,442 
Prior service cost (credit)..........0...... o7 83 (259) (334) 
TO A ene ince eed caceaneeen ae $5,376 $4476 $1,606 $1,108 


























The total accumulated benefit obligations for all pension plans 
at October 31, 2016 and 2015 was $12,410 million and 
$11,508 million, respectively. 


The accumulated benefit obligations and fair value of plan 
assets for pension plans with accumulated benefit obligations in 
excess of plan assets were $8,402 million and $7,016 million, 
respectively, at October 31, 2016 and $7,254 million and 
$6,669 million, respectively, at October 31, 2015. The projected 
benefit obligations and fair value of plan assets for pension 
plans with projected benefit obligations in excess of plan assets 
were $9,157 million and $7,114 million, respectively, at 

October 31, 2016 and $8,196 million and $6,958 million, 
respectively, at October 31, 2015. 


The amounts in accumulated other comprehensive income that 
are expected to be amortized as net expense (income) during 
fiscal 2017 in millions of dollars follow: 





Health Care 
and 
Pensions Life Insurance 
Net SCtuartal IOS cescsccccncdcnceesdiecacatenwensszawess S 240 Ss 10] 
Prior service cost (credit) ........0..000c eee. 12 (77) 
AFA ete ciate cs Hateas auteeote dus ds lecodeeusvecne Gldesesesee teak s. 252 S$ 24 














Actuarial gains and losses are recorded in accumulated other 
comprehensive income (loss). To the extent unamortized gains 
and losses exceed 10% of the higher of the market-related value 
of assets or the benefit obligation, the excess is amortized as a 
component of net periodic cost over the remaining service 
period of the active participants. For plans in which all or almost 
all of the plan's participants are inactive, the amortization 
period is the remaining life expectancy of the inactive 
participants. 


The company expects to contribute approximately $59 million to 
its pension plans and approximately $38 million to its health 
care and life insurance plans in 2017, which are primarily direct 
benefit payments for unfunded plans. 


4] 
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The benefits expected to be paid from the benefit plans, which 
reflect expected future years of service, are as follows in millions 
of dollars: 


Health Care 
and 
Pensions — Life Insurance” 
DUO UT ore ctcnisc sate tsdertecsoresiiasepncase nade aden cates enacts S 717 S 339 
DN eee exiegeet caches cartes wo sen nacre crud avedaceretas 72\ 353 
10° Ree nen ener ee ne eT ane ene Teen eT ee 709 356 
DOD Os seconcecrauriunentann ieee ced tnomieientacuennoes 707 358 
DOT asc trneerasceieeabaneiaccuesisa taeatnaseniaioes 696 362 
ZU2 7 TO: 2 OZ Gv ceistnacretsoabanettewsuteaveaentess 3,454 1,834 


* Net of prescription drug group benefit subsidy under Medicare Part D. 


The annual rates of increase in the per capita cost of covered 
health care benefits (the health care cost trend rates) used to 
determine accumulated postretirement benefit obligations were 
based on the trends for medical and prescription drug claims for 
pre- and post-65 age groups due to the effects of Medicare. At 
October 31, 2016, the weighted-average composite trend rates 
for these obligations were assumed to be a 8.3 percent increase 
from 2016 to 2017, gradually decreasing to 4.8 percent from 
2024 to 2025 and all future years. The obligations at 

October 31, 2015 and the cost in 2016 assumed a .8 percent 
increase from 2015 to 2016, followed by an increase of 

7.9 percent from 2016 to 2017, gradually decreasing to 

4.8 percent from 2024 to 2025 and all future years. The small 
estimated increase from 2015 to 2016 resulted from the 
transition to the Medicare Advantage plan in January 2016. An 
increase of one percentage point in the assumed health care 
cost trend rate would increase the accumulated postretirement 
benefit obligations by $876 million and the aggregate of service 
and interest cost component of net periodic postretirement 
benefits cost for the year by $36 million. A decrease of one 
percentage point would decrease the obligations by $673 million 
and the cost by $28 million. 


The discount rate assumptions used to determine the 
postretirement obligations at October 31, 2016 and 2015 were 
based on hypothetical AA yield curves represented by a series of 
annualized individual discount rates. These discount rates 
represent the rates at which the company’s benefit obligations 
could effectively be settled at the October 31 measurement 
dates. 


Fair value measurement levels in the following tables are defined 
in Note 26. 


The fair values of the pension plan assets at October 31, 2016 
follow in millions of dollars: 


Total Level] Level 2 
Cash and short-term investments................ S 684 $ 322 S$ 362 


Equity: 
U.S. equity securities and funds........... 3,000 2,965 35 
International equity securities and 
TINS ato, setrrcsrne estes secisaactoruatevedsneas 1,711 1,697 14 
Fixed Income: 
Government and agency securities ....... 440 224 216 
Corporate debt securities..................0. 1,205 1,205 
Mortgage-backed securities ................ 39 a9 
Fixed income funds ................cc0cceee eee 20 20 
Real estate ...........ccccc cee ce cece ee een een en een enes 121 118 3 
Derivative contracts — assets” .............0.0060. 1 3 188 
Derivative contracts — liabilities** .......0....... (59) (14) (45) 
Receivables, payables and other................. 6 5 ] 
Securities lending collateral ................::06. 693 108 585 
Securities lending liability .................: (693) (108) (585) 
Securities Sold Short..........c.ccceceeceeeneeeea eee (338) (333) (5) 











Total of Level 1 and Level 2 assets ....... 7,020 $5,007 $2,013 

















Investments at net asset value***: 





Short-term investments ..............:0ccceeee es 216 
WS CQUILY TONGS 5 acct sscsacaedasdeaeecsnnnannesess 30 
International equity funds..................22. De 
Corporate debt funds.................ccccceeeees 25 
Fixed income funds...............cccccceeeeeee ees 482 
Gall SAL C s.c nes comesasarancsudeatsequadeundeettes oats 
PHOOGE TUNG S aigsietssnidinoueseaessatesesanmecies 624 
Private equity/venture capital ................. 1,603 
Other investments ................ccceeeeee eee eees ay, 

Total net assets.......................0::0665 e 11,137 





Includes contracts for interest rates of $125 million, foreign currency of 
$59 million, equity of $4 million and other of $3 million. 

** Includes contracts for interest rates of $19 million, foreign currency of 
$33 million, equity of $6 million and other of $1 million. 

*** Investments are measured at fair value using the net asset value per share 
practical expedient, and therefore, are not classified in the fair value 
hierarchy. 





The fair values of the health care assets at October 31, 2016 
follow in millions of dollars: 








Total Levell Level 2 
Cash and short-term investments ............ > 32 & 27 Ss 65 
Equity: 
U.S. equity securities and funds ....... 138 138 
International equity securities and 
UNOS es cine ai ae ae saat centage ce xcnens 25 25 
Fixed Income: 
Government and agency securities... 43 40 3 
Corporate debt securities................ 30 30 
Mortgage-backed securities ............ 1] 1] 
REAL -GSTALS sccacccusacedacedimastuesaubandeenteceres 2 Z 
Derivative contracts — assets” ...........0.0... 3 3 
Securities lending collateral ................... 48 1] cy 
Securities lending liability ...................... (48) (11) (37) 
Securities sold short .............ccccceseeeeeeees (5) (SI 
Total of Level 1 and Level 2 assets... 279 $227 S. 52 
Investments at net asset value*”: 
Short-term investments ..............c..008 3 
International equity funds .................. 60 
Fixed income funds...............cceceeeeeees 20 
Real estate fuUndS.............cceeeeeeeeeeeeees 7 
Hedge funds............:::0c:eeeeeeeeeeeeeeee es a 
Private equity/venture capital.............. 72 
Total net assets ............0.00000002.. $ 435 
* Includes contracts for interest rates of $2 million and foreign currency of 
$1 million. 


Investments are measured at fair value using the net asset value per share 
practical expedient, and therefore, are not classified in the fair value 
hierarchy. 


The fair values of the pension plan assets at October 31, 2015 
follow in millions of dollars: 


Total Level 1 Level 2 

Cash and short-term investments................ S 867 $ 378 $ 489 
Equity: 

U.S. equity securities and funds........... 3,075 3,053 77 

International equity securities.............. 1,802 1,781 2] 


Fixed Income: 


Government and agency securities ....... 386 ley, 189 


Corporate debt securities..................2. 751 1 750 
Mortgage-backed securities ................ 83 83 
Fixed income funds ............ecceceeeeeeeees 26 26 
Ft SS cence nd seeeectan eae ntdeneeseencan sorts 133 130 3 
Derivative contracts — assets* .......... eee, 190 25 165 


Derivative contracts — liabilities** 
Receivables, payables and other.................. 
Securities lending collateral ..................06. 745 OZ 653 




















Securities lending liability ............00...: (745) (92) (653) 
S@CUrITICS SOM SAOPE cer asesnavsnienvrsesdtacevsaiedes (470) (466) (4) 
Total of Level 1 and Level 2 assets ....... 6,821 $5,124 $1,697 
Investments at net asset value**”: 
Short-term investments .............cceceeeee eee 195 
Lol SS CA RNS sean ee asses eee a 33 
International equity funds..................2.. 540 
Corporate debt funds..................cccceeee 26 
Fixed INCOMG TUNGSiisiscvivecaciectveerercreedcas 495 
Real estate ........ececcececsceceaeceeeaeeeeeeenaens 501 
CGS PUNO S 2 siasccsninereenasaeseiinecceodeaneatees 625 
Private equity/venture capital ................. 1,604 
Other investments ..........cccceseeeeeeeeeeeeeees 324 
Total net assets......0.00.000 ee $11,164 


* Includes contracts for interest rates of $137 million, foreign currency of 


$17 million, equity of $30 million and other of $6 million. 

** Includes contracts for interest rates of $7 million, foreign currency of 
$15 million and other of $4 million. 

*** Investments are measured at fair value using the net asset value per share 
practical expedient, and therefore, are not classified in the fair value 
hierarchy. 


43 
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The fair values of the health care assets at October 31, 2015 
follow in millions of dollars: 


Total Levell Level 2 
Cash and short-term investments ............ > 35. 3 25 s 10 
Equity: 
U.S. equity securities and funds ....... 229 229 
International equity securities.......... 39 Bie, 
Fixed Income: 
Government and agency securities... 84 78 6 
Corporate debt securities................ 35 35 
Mortgage-backed securities ............ 13 13 
Fixed income funds ................0.0008 ] ] 
PCa SEAL san ohansandsdecacsene scat ncateastiedaee = 4 
Derivative contracts — assets”................. 4 ] 3 
Receivables, payables and other.............. ] ] 
Securities lending collateral .................. 65 2 56 
Securities lending liability ....................2. (65) (9) (56) 
Securities sold short .............c.cccesee cesses (10) (10) 
Total of Level 1 and Level 2 assets... 435 $368 $ 6/7 
Investments at net asset value**: 
Short-term investments ..............:..:06 4 
International equity funds .................. 103 
Fixed income funds.................0c0ceeeee 47 
Real estate funds................::cceeeeeeeees 10 
PICUG@ PUMGS) 3. amecacsanessdusnatvosareessy 50 
Private equity/venture capital.............. 34 
Other investments ..............ccceeeeee eee es 6 
Total net assets ....................0:08. $ 689 








Includes contracts for interest rates of $2 million, foreign currency of 

$1 million and equity of $1 million. 

Investments are measured at fair value using the net asset value per share 
practical expedient, and therefore, are not classified in the fair value 
hierarchy. 


kk 


Fair values are determined as follows: 


Cash and Short-Term Investments — Includes accounts that are 
valued based on the account value, which approximates fair 
value, and investment funds that are valued on the fund’s net 
asset value (NAV) based on the fair value of the underlying 
securities. Also included are securities that are valued using a 
market approach (matrix pricing model) in which all significant 
inputs are observable or can be derived from or corroborated by 
observable market data. 


Equity Securities and Funds — The values are determined 
primarily by closing prices in the active market in which the 
equity investment trades, or the fund’s NAV, based on the fair 
value of the underlying securities. 


Fixed Income Securities and Funds — The securities are valued 
using either a market approach (matrix pricing model) in which 
all significant inputs are observable or can be derived from or 
corroborated by observable market data such as interest rates, 
yield curves, volatilities, credit risk and prepayment speeds, or 
they are valued using the closing prices in the active market in 
which the fixed income investment trades. Fixed income funds 
are valued using the NAV, based on the fair value of the 
underlying securities or closing prices in the active market in 
which the investment trades. 


Real Estate, Venture Capital, Private Equity, Hedge Funds and 
Other — The investments that are structured as limited 
partnerships are valued at estimated fair value based on their 
proportionate share of the limited partnership's fair value 


that is determined by the respective general partner. These 
investments are valued using a combination of NAV, an income 
approach (primarily estimated cash flows discounted over the 
expected holding period), or market approach (primarily the 
valuation of similar securities and properties). Real estate 
investment trusts are primarily valued at the closing prices in 
the active markets in which the investment trades. Real estate 
funds and other investments are primarily valued at NAV, based 
on the fair value of the underlying securities. 


Interest Rate, Foreign Currency and Other Derivative 
Instruments — The derivatives are valued using either an income 
approach (discounted cash flow) using market observable 
inputs, including swap curves and both forward and spot 
exchange rates, or a market approach (closing prices in the 
active market in which the derivative instrument trades). 


The primary investment objective for the pension and health 
care plans assets is to maximize the growth of these assets to 
support the projected obligations to the beneficiaries over a 
long period of time, and to do so ina manner that is consistent 
with the company’s risk tolerance. The asset allocation policy is 
the most important decision in managing the assets and it is 
reviewed regularly. The asset allocation policy considers the 
company’s long-term asset class risk/return expectations since 
the obligations are long-term in nature. The current target 
allocations for pension assets are approximately 49 percent for 
equity securities, 27 percent for debt securities, 5 percent for 
real estate and 19 percent for other investments. The target 
allocations for health care assets are approximately 54 percent 
for equity securities, 29 percent for debt securities, 1 percent 
for real estate and 16 percent for other investments. The 
allocation percentages above include the effects of combining 
derivatives with other investments to manage asset allocations 
and exposures to interest rates and foreign currency exchange. 
The assets are well diversified and are managed by professional 
investment firms as well as by investment professionals who are 
company employees. As a result of the company’s diversified 
investment policy, there were no significant concentrations of 
risk. 


The expected long-term rate of return on plan assets reflects 
management's expectations of long-term average rates of 
return on funds invested to provide for benefits included in the 
projected benefit obligations. A market related value of plan 
assets is used to calculate the expected return on assets. The 
market related value recognizes changes in the fair value of 
pension plan assets systematically over a five-year period. The 
market related value of the health care plan assets equal fair 
value. The expected return is based on the outlook for inflation 
and for returns in multiple asset classes, while also considering 
historical returns, asset allocation and investment strategy. The 
company’s approach has emphasized the long-term nature of 
the return estimate such that the return assumption is not 
changed significantly unless there are fundamental changes in 
capital markets that affect the company’s expectations for 
returns over an extended period of time (i.e., 10 to 20 years). 
The average annual return of the company’s U.S. pension fund 
was approximately 7.1 percent during the past ten years and 
approximately 8.4 percent during the past 20 years. Since return 
premiums over inflation and total returns for major asset classes 
vary widely even over ten-year periods, recent history is not 
necessarily indicative of long-term future expected returns. 





The company’s systematic methodology for determining the 
long-term rate of return for the company’s investment 
strategies supports the long-term expected return assumptions. 


The company has created certain Voluntary Employees’ 

Beneficiary Association trusts (VEBAs) for the funding of 
postretirement health care benefits. The future expected asset 
returns for these VEBAs are lower than the expected return on 


the other pension and health care plan assets due to investment 


in a higher proportion of liquid securities. These assets are in 
addition to the other postretirement health care plan assets 
that have been funded under Section 401(h) of the U.S. Internal 
Revenue Code and maintained in a separate account in the 


company’s pension plan trust. 


The company has defined contribution plans related to 
employee investment and savings plans primarily in the U.S. The 
company’s contributions and costs under these plans were 
$193 million in 2016, $185 million in 2015 and $184 million in 


2014. The contribution rate varies primarily based on the 


company’s performance in the prior year and employee 


participation in the plans. 
8. INCOME TAXES 


The provision for income taxes by taxing jurisdiction and by 


significant component consisted of the following in millions of 


dollars: 


Current: 
Use 
FOOT edsectete olertereeSavseassaies <eietadesicecaioeicmaoe 


Deferred: 
oe 
POCON a aoiceecscen cu nteacussazdeteruactetessdey 


2016 


> 2! 
26 
340 


4|7 




















2015 


$ 377 
32 
449 


858 








21 
A 
(43) 


(18) 
$ 840 














2014 


a1,217 
126 
564 


1,907 




















Based upon the location of the company’s operations, the 

consolidated income before income taxes in the U.S. in 2016, 
2015 and 2014 was $967 million, $1,838 million and 

$3,219 million, respectively, and in foreign countries was 
$1,257 million, $942 million and $1,578 million, respectively. 
Certain foreign operations are branches of Deere & Company 
and are subject to U.S. as well as foreign income tax 
regulations. The pretax income by location and the preceding 
analysis of the income tax provision by taxing jurisdiction are 


not directly related. 


A comparison of the statutory and effective income tax 
provision and reasons for related differences in millions of 
dollars follow: 

2016 


2015 2014 


U.S. federal income tax provision at a 

statutory rate of 35 percent ................. > 1/8 
Increase (decrease) resulting from: 
State and local income taxes, net of federal 

income tax benefit...............ccc:ceeeeeeeeeees 26 23 15 
Differences in taxability of foreign 


S O75. 31,079 











FOaINIIGS) 1OSSES srcuscoausianataneoneretaryaoretes (107) (449) (305) 
Nondeductible impairment charges ............. 4 32 
Research and business tax credits ............... (57) (76) (99) 
Tax rates on foreign earningS.................06 (27) (36) (71) 
Valuation allowance on deferred taxes......... 79 384 454 
QUE HCE ira ctiemacarccctedawtercuted tewenicmneaaes 4 2 | (138) 
Provision for income taxes....................... S$ 700 $s 840 $1,627 




















At October 31, 2016, accumulated earnings in certain 
subsidiaries outside the U.S. totaled $5,787 million for which no 
provision for U.S. income taxes or foreign withholding taxes has 
been made, because it is expected that such earnings will be 
reinvested outside the U.S. indefinitely. Determination of the 
amount of unrecognized deferred tax liability on these 
unremitted earnings is not practicable. At October 31, 2016, the 
amount of cash and cash equivalents and marketable securities 
held by these foreign subsidiaries was $2,301 million. 


Deferred income taxes arise because there are certain items that 
are treated differently for financial accounting than for income 
tax reporting purposes. An analysis of the deferred income tax 
assets and liabilities at October 31 in millions of dollars follows: 








2016 2015 
Deferred Deferred Deferred Deferred 
Tax Tax Tax Tax 
Assets Liabilities Assets — Liabilities 

Other postretirement 

benefit liabilities ............. 52,191 Slo7Z 
Tax over book depreciation... s 5/3 S$ 574 
Accrual for sales allowances... 592 618 
Lease transactions.............. 81/7 528 
Tax loss and tax 

credit carryforwards......... 661 604 
Foreign unrealized losses ..... 472 458 
Pension liability — net.......... 706 id be 
Accrual for employee 

DONOTIES etlenctectockeelecdenss 133 172 
Share-based compensation... 152 141 
Goodwill and other 

intangible assets............. 89 80 
Allowance for credit losses ... 88 72 
Deferred gains on 

distributed foreign 

SAM Sia seterrtant Dechiectnet EVA 53 
Deferred compensation ....... 50 5 | 
Undistributed foreign 

COMINGS vaccvoneiueenssieras 30 2D 
Other items...........c eee 439 175 436 119 
Less valuation allowances..... (1,029) (940) 
Deferred income tax assets 

and liabilities ................ $4,487 $1,689 $3,932 $1,326 
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Deere & Company files a consolidated federal income tax return 
in the U.S., which includes the wholly-owned financial services 
subsidiaries. These subsidiaries account for income taxes 
generally as if they filed separate income tax returns. 


At October 31, 2016, certain tax loss and tax credit 
carryforwards of $661 million, of which $60 million are capital 
losses, were available with $178 million expiring from 2017 
through 2036 and $483 million with an indefinite carryforward 
period. 


A reconciliation of the total amounts of unrecognized tax 
benefits at October 31 in millions of dollars follows: 


2016 2015 2014 

Beginning of year balance........................ e229 $213 $272 
Increases to tax positions taken during the 

CUICONE WEAM ccpzissecitet oanuancenscaeeeeesnnne cadens 14 SZ 28 
Increases to tax positions taken during prior 

US ee cerse ete etna eect etre teanaceseccs tas 1] ZO ZU 
Decreases to tax positions taken during prior 

OM seperate iia rome ee atengteetunercchies (36) (15) (84) 
Decreases due to lapse of statute of 

EAT OMS sec aconseerscsosaakeloumietsasecentatcedict (7) (11) (4) 
SEUSS TIES: foe heaenite dceeetee ie dee cue sede wiceteabes (5) (6) 
FOPEIGI OXCNAN GS siice dust densest evdiecemeeaieoses (8) (13) (19) 
End of year balance........................:::0008 $196 $229 $213 


The amount of unrecognized tax benefits at October 31, 2016 
and 2015 that would affect the effective tax rate if the tax 
benefits were recognized was $81 million and $79 million, 
respectively. The remaining liability was related to tax positions 
for which there are offsetting tax receivables, or the uncertainty 
was only related to timing. The company expects that any 
reasonably possible change in the amounts of unrecognized tax 
benefits in the next twelve months would not be significant. 


The company files its tax returns according to the tax laws of the 
jurisdictions in which it operates, which includes the U.S. federal 
jurisdiction, and various state and foreign jurisdictions. The U.S. 
Internal Revenue Service has completed the examination of the 
company’s federal income tax returns for periods prior to 2009. 
The years 2009 through 2014 federal income tax returns are 
currently under examination. Various state and foreign income 
tax returns, including major tax jurisdictions in Canada and 
Germany, also remain subject to examination by taxing 
authorities. 


The company’s policy is to recognize interest related to income 
taxes in interest expense and interest income, and recognize 
penalties in selling, administrative and general expenses. During 
2016, 2015 and 2014, the total amount of expense from 
interest and penalties was none, $23 million and $11 million and 
the interest income was none, $3 million and $4 million, 
respectively. At October 31, 2016 and 2015, the liability for 
accrued interest and penalties totaled $68 million and 

$69 million and the receivable for interest was none and 

$2 million, respectively. 


9. OTHER INCOME AND OTHER OPERATING EXPENSES 


The major components of other income and other operating 
expenses consisted of the following in millions of dollars: 


2016 2015 2014 

Other income 
Revenues from Services ............0cccee eee ees > 270 5 280 $ 276 
Insurance premiums and fees earned...... 195 173 297 
Investment iNCOME............ 0... cece ee ee eee 16 26 17 
6) 5)- ae ee erent ee ter er eer eee eee 265 228 234 

TGA secs eee ees cesses ceousinaeteesies Ss 746 $ 707 $ 824 
Other operating expenses 
Depreciation of equipment on operating 

OSS OS isd a8 or ceecos re nceewos taauesnsecoasosins $ 742 $ 577 $ 494 
Insurance claims and expenses .............. 188 183 324 
Cost Of SErVICES ...... 0. cece cece eee eee eee ee ees 162 160 15) 
OUND sanctanaceoaroncs.deuie-evaanacunanveceeeeas 163 4] 124 

TOMA. ascjreani cnc Pee eeadadanmueacyeeaenssedteaes s|,Z99 $ 961], $1,093 


The company offers extended equipment warranties and, prior to 
the divestiture of the crop insurance subsidiaries (see Note 4), 
issued crop insurance policies. To limit losses and reduce 
exposure to crop insurance claims, the company utilized 
reinsurance. Although reinsurance contracts permitted recovery 
of certain claims from reinsurers, the insurance subsidiary was 
not relieved of its primary obligation to the policyholders. The 
premiums ceded by the crop insurance subsidiary in 2015 and 
2014 were $54 million and $288 million, and claims recoveries 
on the ceded business were $65 million and $304 million, 
respectively. The amounts from reinsurance were netted against 
the insurance premiums and fees earned and the insurance 
claims and expenses in the table above. 


10. UNCONSOLIDATED AFFILIATED COMPANIES 


Unconsolidated affiliated companies are companies in which 
Deere & Company generally owns 20 percent to 50 percent of 
the outstanding voting shares. Deere & Company does not 
control these companies and accounts for its investments in 
them on the equity basis. The investments in these companies 
primarily consist of Bell Equipment Limited (32 percent 
ownership), Deere-Hitachi Construction Machinery Corporation 
(50 percent ownership), Deere-Hitachi Maquinas de Construcao 
do Brasil S.A. (50 percent ownership) and SiteOne (24 percent 
ownership). The unconsolidated affiliated companies primarily 
manufacture or market equipment and landscapes products. 
Deere & Company’s share of the income or loss of these 
companies is reported in the consolidated income statement 
under ‘Equity in income (loss) of unconsolidated affiliates.’’ The 
investment in these companies is reported in the consolidated 
balance sheet under “Investments in unconsolidated affiliates.” 


Combined financial information of the unconsolidated affiliated 
companies in millions of dollars follows: 


Operations 2016 2015 2014 
SNES cepa garters ecanareoas 33,200: 33,790 $3,062 
NEE ICONS: sa:ccorccsineatnanensi sued netnecedateves 30 Z9 | 
Deere & Company's equity in 

net income (lOSS) ............cceeeee eens eee (2) ] (8) 


(continued) 





Financial Position 2016 2015 
WOE S565 ta nenensaatnancsntcqupnaanscmpesoneraseninesa 92,201. $2;139 
Total external DorrowingS ............:06eceeeeeeeeee neta ees 909 660 
VOTE FSS Sas carteenas cia a goede aewaacsaneaceenntonas 677 878 
Deere & Company’s share of the net assets ........... 233 303 


Consolidated retained earnings at October 31, 2016 include 
undistributed earnings of the unconsolidated affiliates of 
$54 million. Dividends from unconsolidated affiliates were 
$64 million in 2016 (see Note 5), $1 million in 2015 and 

$1 million in 2014. 


In the ordinary course of business, the company purchases 
components and finished goods and sells these products to the 
unconsolidated affiliated companies. Transactions with 
unconsolidated affiliated companies reported in the statement 
of consolidated income in millions of dollars follow: 


2016 2015 2014 
N@E SAIES .odisacdiciwrwtechaiatusnaedeaieadadeeen cee S 45 $s 37 Ss. 39 
PU CSCS esi etiean neon aacttsn eat gemeeunnaseaeses 1,016 1,284 1,415 


11. MARKETABLE SECURITIES 


All marketable securities are classified as available-for-sale, with 
unrealized gains and losses shown as a component of 
stockholders’ equity. Realized gains or losses from the sales of 
marketable securities are based on the specific identification 
method. 


The amortized cost and fair value of marketable securities at 
October 31 in millions of dollars follow: 


Gross Gross 
Amortized Unrealized Unrealized Fair 
Cost Gains Losses Value 
2016 

EG WIy TUNG 2siretiatecoorteleces Ss 40 > oO s 45 
Fixed income fund.............. 15 15 

U.S. government debt 
SECUTItICS . 0... eee eee eee 85 3 88 
Municipal debt securities ..... 4] Z 43 
Corporate debt securities..... 113 5 118 
International debt securities 39 > 5 34 
Mortgage-backed securities” 109 z 111 
Marketable securities ........ S 442 s 17 S$ 5 $454 

2015 

EQUI TUNG a: ccstenentescensneass Ss 38 > oO s 43 

U.S. government debt 
SECUIITIES 1.0... e eee eee ee 79 3 82 
Municipal debt securities ..... 29 2 3] 
Corporate debt securities ..... 12] 4 Ss 124 
International debt securities 48 ] 47 
Mortgage-backed securities” 108 3 1 110 
Marketable securities ........ $ 423 . i S$ 3 $437 














* Primarily issued by U.S. government sponsored enterprises. 


The contractual maturities of debt securities at October 31, 
2016 in millions of dollars follow: 


Amortized Fair 

Cost Value 
Due in one year or leSS .............0ecceeeeeee eee eeeeees > 30 > 34 
Due after one through five years..............::06068 104 103 
Due after five through 10 years ..............: eee 87 91 
Die atten 10 Yeats x ccisecnstsceseennsgeesqudeiensnieesoseen, 52 DD 
Mortgage-backed securities ................:0ceeeeee es 109 111 
Debt securities ..............0...0eceeeeeeeeeeeeeeeeeeee es > 307 > 394 


Actual maturities may differ from contractual maturities because 
some securities may be called or prepaid. Because of the 
potential for prepayment on mortgage-backed securities, they 
are not categorized by contractual maturity. Proceeds from the 
sales of available-for-sale securities were $62 million in 2016, 
$120 million in 2015 and $6 million in 2014. Realized gains, 
realized losses, the increase (decrease) in net unrealized gains or 
losses and unrealized losses that have been continuous for over 
twelve months were not significant in 2016, 2015 and 2014. 
Unrealized losses at October 31, 2016 and 2015 were primarily 
the result of an increase in interest rates and were not 
recognized in income due to the ability and intent to hold to 
maturity. There were no significant impairment write-downs in 
the periods reported. 


12. RECEIVABLES 


Trade Accounts and Notes Receivable 
Trade accounts and notes receivable at October 31 consisted of 
the following in millions of dollars: 


2016 2015 

Trade accounts and notes: 
AGTICUIUTE ONG TUT ncusrncctaumnsaacrianiaensiavsnnienens $2,438 $2,278 
Construction and forestry ............0::::c:eeeeeeeeeees b/3 773 
Trade accounts and notes receivable — net.......... $3,011 $3,051 


At October 31, 2016 and 2015, dealer notes included in the 
previous table were $143 million and $90 million, and the 
allowance for credit losses was $50 million and $41 million, 
respectively. 


The equipment operations sell a significant portion of their trade 
receivables to financial services and provide compensation to 
these operations at approximate market rates of interest. 


Trade accounts and notes receivable primarily arise from sales of 
goods to independent dealers. Under the terms of the sales to 
dealers, interest is primarily charged to dealers on outstanding 
balances, from the earlier of the date when goods are sold to 
retail customers by the dealer or the expiration of certain 
interest-free periods granted at the time of the sale to the 
dealer, until payment is received by the company. Dealers cannot 
cancel purchases after the equipment is shipped and are 
responsible for payment even if the equipment is not sold to 
retail customers. The interest-free periods are determined based 
on the type of equipment sold and the time of year of the sale. 
These periods range from one to twelve months for most 
equipment. Interest-free periods may not be extended. Interest 
charged may not be forgiven and the past due interest rates 
exceed market rates. The company evaluates and assesses 


4/ 





dealers on an ongoing basis as to their creditworthiness and Financing receivables at October 31 related to the company’s 




























































































generally retains a security interest in the goods associated with sales of equipment that were included in the table above 
the trade receivables. The company is obligated to repurchase consisted of the following in millions of dollars: 
goods sold to a dealer upon cancellation or termination of the 
dealer’s contract for such causes as change in ownership and 2016 2015 
closeout of the business. Unrestricted Unrestricted 
Trade accounts and notes receivable have significant Retail notes”: 
concentrations of credit risk in the agriculture and turf sector Agriculture and turf... > 1,896 > 1,792 
and construction and forestry sector as shown in the previous Construction and forestry ................, 336 336 
table. On a geographic basis, there is not a disproportionate MOU soc settee se etraeteaventtetetsnareeew 2232 2,148 
concentration of credit risk in any area. VIFIOIES ANG TOTES <nccatsseccsutendetasoneudoacts 3,971 4,269 
; Sales-type leases ............ceeeeeeeeereee eee: 648 690 
Financing Receivables 
Financing receivables at October 31 consisted of the following in TOtal. eerie 6,85 7 AQ7 
millions of dollars: Less: 
Unearned finance income: 
2016 2015 PCr all MOCCS:.:.ucdyducentexdttateeseteces 202 178 
cee eee Sales-type leases ......0..cccccceeeee: 42 45 
Parsi ores: TOTAL see censtselp sor sisatscessecicdeces 244 223 
Agriculture and turf............ 914,152 $4,615 $15,359 $4,236 Financing receivables related to the 
Construction and forestry ..... 2,201 620 2,086 686 company’s sales of equipment......... $ 6,607 S 6,884 
WOR Al tectedeecuactst seacentcste 16,353 2;235 Leh eeee moLZ * These retail notes generally arise from sales of equipment by company-owned 
Wholesale notes ...............068. 3,971 4,269 dealers or through direct sales. 
Revolving charge accounts ...... 3,130 2,/40 
Financing leases (direct and Financing receivable installments, including unearned finance 
SaleS-tyPe) ....... cece 1,326 1,333 income, at October 31 are scheduled as follows in millions of 
Total financing receivables... 24,785 5,235 25,787. 4,922 ~_—~doliars: 
Less: | | 2016 2015 
goat sae “ees 912 94 IG Fik Unrestricted/Securitized Unrestricted/Securitized 
Financing leases............. 109 108 Due in months: 
Total 99] 94 334 4 0 12 soinicastanberdisace $12,835 $§ 2,269 $13,006 $ 2,057 
——_ =< FZ aoa ciatiwdienasacves 4,760 1,230 4,987 1,418 
Allowance for credit losses... 162 V4 144 13 ee 3,386 931 3,719 921 
Financing receivables — net....$23,702 $5,127 $24,809 $4,835 Cy ee eee L215 408 2,444 426 
=== === 49 = 60 exscaseasdeserenanes 1,181 84 1,283 95 
Thereafter .............004. 404 7 348 5 














The residual values for investments in financing leases at 
October 31, 2016 and 2015 totaled $156 million and Lic. | ieee ee eee 924,785 $ 5,235 $25,787 > 4,922 
$115 million, respectively. 


























The maximum terms for retail notes are generally seven years for 
agriculture and turf equipment and five years for construction 
and forestry equipment. The maximum term for financing leases 
is generally five years, while the average term for wholesale 
notes is less than twelve months. 


Financing receivables have significant concentrations of credit 
risk in the agriculture and turf sector and construction and 
forestry sector as shown in the previous table. On a geographic 
basis, there is not a disproportionate concentration of credit risk 
in any area. The company generally retains as collateral a 
security interest in the equipment associated with retail notes, At October 31, 2016 and 2015, the unpaid balances of 
wholesale notes and financing leases. receivables administered but not owned were $15 million and 
$22 million, respectively. At October 31, 2016 and 2015, 
worldwide financing receivables administered, which include 
financing receivables administered but not owned, totaled 
$28,844 million and $29,666 million, respectively. 


Past due balances of financing receivables still accruing finance 
income represent the total balance held (principal plus accrued 
interest) with any payment amounts 30 days or more past the 
contractual payment due date. Non-performing financing 
receivables represent loans for which the company has ceased 
accruing finance income. These receivables are generally 

120 days delinquent and the estimated uncollectible amount, 
after charging the dealer’s withholding account, has been 
written off to the allowance for credit losses. Finance income for 
non-performing receivables is recognized on a cash basis. 





Accrual of finance income is generally resumed when the 
receivable becomes contractually current and collections are 


reasonably assured. 


An age analysis of past due financing receivables that are still 
accruing interest and non-performing financing receivables at 
October 31 follows in millions of dollars: 


2016 
Retail Notes: 
Agriculture and turf ........... 
Construction and forestry... 
Other: 
Agriculture and turf ........... 
Construction and forestry... 


Retail Notes: 
Agriculture and turf ............. 
Construction and forestry...... 
Other: 
Agriculture and turf............. 
Construction and forestry...... 


Less allowance for credit losses.. 


30-59 60-89 90 Days 
Days Days or Greater 
Past Due Past Due Past Due 
$115 > 5/ $65 
78 32 25 
26 11 6 
10 5 4 
$229 $105 $100 
Total 
Total Non- 


Past Due Performing Current 











Total financing receivables — net ........................cc cece e eee ees 


2015 
Retail Notes: 
Agriculture and turf ........... 
Construction and forestry... 
Other: 
Agriculture and turf ........... 
Construction and forestry... 


Retail Notes: 
Agriculture and turf ............. 
Construction and forestry...... 
Other: 
Agriculture and turf ............. 
Construction and forestry...... 


Less allowance for credit losses.. 


Total financing receivables — net 


S25/ $191 $17,526 
135 35 2,558 
43 9 7,286 
19 9 957 
$434 S244 SZ O.027 
30-59 60-89 90 Days 
Days Days or Greater 
Past Due Past Due Past Due 
$112 $ 54 $47 
64 29 ]2 
26 LZ 4 
13 5 3 
S215 $100 $66 
Total 
Total Non- 


Past Due Performing Current 


a2 13 © 98 $18,574 
105 2| 2,556 
42 13 7,172 
2] 10 G/3 
$38] $142 = $29,278 








Total 


Past Due 


o237 
t35 


43 
19 


$434 


Total 
Financing 


Receivables 


$17,954 
2720 














Total 


Past Due 


Total 
Financing 


Receivables 


$18,885 
2,682 


7,230 
1,004 
29,601 
[57 
$29,644 














An analysis of the allowance for credit losses and investment in 
financing receivables follows in millions of dollars: 






















































































Revolving 
Retail | Charge 
Notes Accounts Other Total 

2016 

Allowance: 

Beginning of year balance ........ > 95 $ 40 $ 22 $ 157 
PROWISION ncxeccccacenaebaseenscaass 43 36 5 84 
Write-offs .........cceccececeeeeeees (43) (55) (5) (103) 
RECOVESIES ....... cc eeeeee cece eens 1] 19 ] 3] 
Translation adjustments........ 4 Se __ 

End of year balance” ............... Ss 113 $ 40 $ 23 $ 176 

Financing receivables: 

End of year balance................. $20,662 $3,135. $5,168 $29,005 

Balance individually evaluated... $ 108 $ 8 $ 20 S$. 136 

2015 

Allowance: 

Beginning of year balance ........ > I09. © 41 8% 266 I75 
PROVISION): nctansivdsacnstavcoseielte, 22 2 3 46 
NV LOOT S J sactk veheccniesel nets (26) (37) (4) (67) 
RECOVESIES ....... ccc cece cess eee ees 10 15 ] 26 
Translation adjustments........ (20) (3) (25) 

End of year balance™............... S 95 $s 40 $s 22 $8 157 

Financing receivables: 

End of year balance................. $21,567 $2,740 $5,494 $29,801 

Balance individually evaluated ... $ 40 $ 6 $ 46 

2014 

Allowance: 

Beginning of year balance ........ > 101 $ 41 $ 31 $— 173 
PYGWISION xe coat cadeaaneSacdcanscuas: 18 1] 2 3] 
WGP OTTS ccc ctecsee ccoaieceaseanes (16) (26) (7) (49) 
RECOVETIES ....... cc cece cece eens 1] 15 26 
Translation adjustments........ (5) (1) (6) 

End of year balance™............... S$ 109 $ 41 $ 25 $8 175 

Financing receivables: 

End of year balance................. $22,/84 $2,603 $6,812 $32,199 














4+ 





Balance individually evaluated... $ 26 LS 2 





* Individual allowances were not significant. 


Past-due amounts over 30 days represented 1.50 percent and 
1.28 percent of the receivables financed at October 31, 2016 
and 2015, respectively. The allowance for credit losses 
represented .61 percent and .53 percent of financing 
receivables outstanding at October 31, 2016 and 2015, 
respectively. In addition, at October 31, 2016 and 2015, the 
company’s financial services operations had $162 million and 
$179 million, respectively, of deposits primarily withheld from 
dealers and merchants available for potential credit losses. 


Financing receivables are considered impaired when it is 
probable the company will be unable to collect all amounts due 
according to the contractual terms. Receivables reviewed for 
impairment generally include those that are either past due, or 
have provided bankruptcy notification, or require significant 
collection efforts. Receivables, which are impaired, are generally 
classified as non-performing. 


49 


50 





An analysis of the impaired financing receivables at October 31 
follows in millions of dollars: 























































































































Unpaid Average 
Recorded Principal Specific | Recorded 
Investment Balance Allowance Investment 
2016* 
Receivables with specific 
allowance™™ ...........ceee ees > os S&S 28 .% o & 2g 
Receivables without a specific 
allowance™”** 0... eee 29 2/7 26 
Total ............. cece > 60 > 55 > 5 = ‘DD 
Agriculture and turf...... > 33 3 30 & oS <= 2/7 
Construction and 
FOUESU sah cansonasecanis Ss 2f/ & 2 & ] s 28 
2015* 
Receivables with specific 
allowance™™ ...........ceeee ees $ 14. =$ 3, 3 Zz + 13 
Receivables without a specific 
allowance™”** 00... 14 14 20 
TOUGD ctteecesassectescsies cnet sins 28 27 33 
Agriculture and turf ...... $ 1g 18 $ zZ & 20 


























Construction and 
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* Finance income recognized was not material. 


** Primarily retail notes. 
*** Primarily retail notes and wholesale receivables. 


A troubled debt restructuring is generally the modification of 
debt in which a creditor grants a concession it would not 
otherwise consider to a debtor that is experiencing financial 
difficulties. These modifications may include a reduction of the 
stated interest rate, an extension of the maturity dates, a 
reduction of the face amount or maturity amount of the debt, 
or a reduction of accrued interest. During 2016, 2015 and 
2014, the company identified 167, 107 and 66 financing 
receivable contracts, primarily wholesale receivables and retail 
notes, as troubled debt restructurings with aggregate balances 
of $19 million, $8 million and $3 million pre-modification and 
$18 million, $7 million and $2 million post-modification, 
respectively. During these same periods, there were no 
significant troubled debt restructurings that subsequently 
defaulted and were written off. At October 31, 2016, the 
company had commitments to lend approximately $21 million to 
borrowers whose accounts were modified in troubled debt 
restructurings. 


Other Receivables 
Other receivables at October 31 consisted of the following in 
millions of dollars: 


2016 2015 
WaA@S (CRW SBS scasseacececiocccatcsetl tec onsewesetsaduatesumexeeeass S J/02 s& 720 
IIIT aura occ tegecastonc otis ntectaebunnductocheasdeiedtecusaeest see: 3 7 27 | 
Other receivables .................. ccc ccc cccccccceccceeceeeeeees $1,019 $ 99] 


13. SECURITIZATION OF FINANCING RECEIVABLES 


The company, as a part of its overall funding strategy, 
periodically transfers certain financing receivables (retail notes) 
into variable interest entities (VIEs) that are special purpose 


entities (SPEs), or non-VIE banking operations, as part of its 
asset-backed securities programs (securitizations). The structure 
of these transactions is such that the transfer of the retail notes 
did not meet the accounting criteria for sales of receivables, and 
is, therefore, accounted for as a secured borrowing. SPEs 
utilized in securitizations of retail notes differ from other 
entities included in the company’s consolidated statements 
because the assets they hold are legally isolated. Use of the 
assets held by the SPEs or the non-VIEs is restricted by terms of 
the documents governing the securitization transactions. 


In these securitizations, the retail notes are transferred to 
certain SPEs or to non-VIE banking operations, which in turn 
issue debt to investors. The debt securities issued to the third 
party investors result in secured borrowings, which are recorded 
as “Short-term securitization borrowings’ on the consolidated 
balance sheet. The securitized retail notes are recorded as 
“Financing receivables securitized — net” on the balance sheet. 
The total restricted assets on the balance sheet related to these 
securitizations include the financing receivables securitized less 
an allowance for credit losses, and other assets primarily 
representing restricted cash. For those securitizations in which 
retail notes are transferred into SPEs, the SPEs supporting the 
secured borrowings are consolidated unless the company does 
not have both the power to direct the activities that most 
significantly impact the SPEs’ economic performance and the 
obligation to absorb losses or the right to receive benefits that 
could potentially be significant to the SPEs. No additional 
Support to these SPEs beyond what was previously contractually 
required has been provided during the reporting periods. 


In certain securitizations, the company consolidates the SPEs 
since it has both the power to direct the activities that most 
significantly impact the SPEs’ economic performance through its 
role as servicer of all the receivables held by the SPEs, and the 
obligation through variable interests in the SPEs to absorb 
losses or receive benefits that could potentially be significant to 
the SPEs. The restricted assets (retail notes securitized, 
allowance for credit losses and other assets) of the consolidated 
SPEs totaled $2,718 million and $3,006 million at October 31, 
2016 and 2015, respectively. The liabilities (short-term 
securitization borrowings and accrued interest) of these SPEs 
totaled $2,660 million and $2,743 million at October 31, 2016 
and 2015, respectively. In the fourth quarter of 2015, as part of 
a receivable transfer, the company retained $228 million of 
securitization borrowings, with no balance at October 31, 2016 
and $189 million at October 31, 2015. This amount is not 
shown as a liability above as the borrowing is not outstanding 
to a third party. The credit holders of these SPEs do not have 
legal recourse to the company’s general credit. 


In certain securitizations, the company transfers retail notes to 
non-VIE banking operations, which are not consolidated since 
the company does not have a controlling interest in the entities. 
The company’s carrying values and interests related to the 
securitizations with the unconsolidated non-VIEs were restricted 
assets (retail notes securitized, allowance for credit losses and 
other assets) of $663 million and $249 million at October 31, 
2016 and 2015, respectively. The liabilities (short-term 
securitization borrowings and accrued interest) were 

$616 million and $238 million at October 31, 2016 and 2015, 
respectively. 





In certain securitizations, the company transfers retail notes into 
bank-sponsored, multi-seller, commercial paper conduits, which 
are SPEs that are not consolidated. The company does not 
service a significant portion of the conduits’ receivables, and 
therefore, does not have the power to direct the activities that 
most significantly impact the conduits’ economic performance. 
These conduits provide a funding source to the company (as well 
as other transferors into the conduit) as they fund the retail 
notes through the issuance of commercial paper. The company’s 
carrying values and variable interest related to these conduits 
were restricted assets (retail notes securitized, allowance for 
credit losses and other assets) of $1,861 million and 

$1,689 million at October 31, 2016 and 2015, respectively. The 
liabilities (short-term securitization borrowings and accrued 
interest) related to these conduits were $1,729 million and 
$1,611 million at October 31, 2016 and 2015, respectively. 


The company’s carrying amount of the liabilities to the 
unconsolidated conduits, compared to the maximum exposure to 
loss related to these conduits, which would only be incurred in 
the event of a complete loss on the restricted assets, was as 
follows at October 31 in millions of dollars: 


2016 
Carrying value of liabilities ..........0 0. cece cece eee eeeee sees $1,729 
iVIAXIMMUIT EXPOSURE TO: IOSS..2spcccacecasesegatddsuntsduorsiebededuseaces 1,861 


The total assets of unconsolidated VIEs related to securitizations 
were approximately $41 billion at October 31, 2016. 


The components of consolidated restricted assets related to 
secured borrowings in securitization transactions at October 31 
were as follows in millions of dollars: 








2016 2015 
Financing receivables securitized (retail notes)........ $5,141 $4848 
Allowance for credit losses ...........ccececeeeeeeeeeeuenees (14) (13) 
Oi gia ges t=) kee enn ee aoe oe mn eee acre eee 115 109 
Total restricted securitized assets ..................... $5,242 $4,944 














The components of consolidated secured borrowings and other 
liabilities related to securitizations at October 31 were as follows 
in millions of dollars: 


2016 2015 

Short-term securitization borrowingS...............:00 $5,003 $4,590 

Accrued interest on borrowingS..............::02:00e0ee 2 2 
Total liabilities related to restricted 

securitized assets ...............0..0.cccceeeeeeeeeee eee $5,005 $4,592 


The secured borrowings related to these restricted securitized 
retail notes are obligations that are payable as the retail notes 
are liquidated. Repayment of the secured borrowings depends 
primarily on cash flows generated by the restricted assets. Due 
to the company’s short-term credit rating, cash collections from 
these restricted assets are not required to be placed into a 
segregated collection account until immediately prior to the time 
payment is required to the secured creditors. At October 31, 


2016, the maximum remaining term of all securitized retail notes 
was approximately six years. 


14. EQUIPMENT ON OPERATING LEASES 


Operating leases arise primarily from the leasing of John Deere 
equipment to retail customers. Initial lease terms generally range 
from 12 to 60 months. Net equipment on operating leases at 
October 31 consisted of the following in millions of dollars: 


2016 2015 

Equipment on operating leases: 
AG TICUIEUE ANd LUT acai cceedasatdedcnnnssiennetadeasedaes $4,/58 $3,909 
Construction and forestry ............0.::0::eeeeeeee ees 1,144 — 1,061 
Equipment on operating leases — net ................. $5,902 $4,970 


The equipment is depreciated on a straight-line basis over the 
terms of the lease. The accumulated depreciation on this 
equipment was $1,054 million and $793 million at October 31, 
2016 and 2015, respectively. The corresponding depreciation 
expense was $742 million in 2016, $577 million in 2015 and 
$494 million in 2014. 


Future payments to be received on operating leases totaled 
$1,868 million at October 31, 2016 and are scheduled in millions 
of dollars as follows: 2017 — $827, 2018 — $549, 2019 — $303, 
2020 —$153 and 2021 — $36. 


At October 31, 2016 and 2015, the company’s financial services 
operations had $68 million and $30 million, respectively, of 
deposits withheld from dealers available for potential losses on 
residual values. 


15. INVENTORIES 


Most inventories owned by Deere & Company and its U.S. 
equipment subsidiaries are valued at cost, on the “‘last-in, 
first-out’’ (LIFO) basis. Remaining inventories are generally valued 
at the lower of cost, on the “‘first-in, first-out’’ (FIFO) basis, or 
market. The value of gross inventories on the LIFO basis 
represented 61 percent and 66 percent of worldwide gross 
inventories at FIFO value at October 31, 2016 and 2015, 
respectively. The pretax favorable income effects from the 
liquidation of LIFO inventory during 2016 and 2015 were 
approximately $4 million and $22 million, respectively. If all 
inventories had been valued on a FIFO basis, estimated 
inventories by major classification at October 31 in millions of 
dollars would have been as follows: 


2016 2015 

Raw materials and supplies ................:00eeeeeeeeeeeeeees S1,369 “1,509 
NV ON KES PPOC OSS oc. uscdn a sssndnaccnedsiaealad cad gedeatoanan tee 453 450 
FINISHER GUOS. AN. DaItS <cczs:hcteesesceetaeeddesssmeveie 2,976 3,234 
He) 2) | 16 G2) | eee ee ee eee 4798 5,243 
Less adjustment to LIFO value ..............::cceeeeeeeeeeeee: 1,457 ~— 1,426 
BUMS IVE MNCS copter tine conegrreaniandaietnnr tenons: 93,341 $3,817 


5 | 


oz 





16. PROPERTY AND DEPRECIATION 


A summary of property and equipment at October 31 in millions 
of dollars follows: 


Useful Lives* 
































(Years) 2016 2015 
Equipment Operations 
Le SUE Gli csy dc astheatlde en eeoedtaadseae aemateanaeeces Ss 1119S 114 
Buildings and building equipment ........ Zz. 3220: 2016 
Machinery and equipment .................. 1] 5,180 5,055 
Dies, patterns, tools, etc. ...............06. 8 1,604 1,567 
Pal GUNG cx acapeapsonpseniatnareeuceresieenceenys 5 893 875 
Construction in progress .............:0::06 370 345 
Td eb COSC sccdesnemter ane tecee 11,396. 10,972 
Less accumulated depreciation ............ 6,277 5,846 
TCS iircos secre pynruedencstzsendeeeDonundetars 112 3,126 
Financial Services 
AIG te cnte dorisegavenaasauenueaeenaneasicedeans duncan & be 
Buildings and building equipment ........ 26 73 73 
PUN OUGT daacanaiadera qiendteusgeteacnoanet teas 6 36 36 
VOU8) BE GOS 45 cnnecaisurnccessoareunsonsas 113 113 
Less accumulated depreciation ............ 6] 58 
(hs ics] eereerer reer crteerettrrren ienreyerr ree a2 ie) 








Property and equipment-net ............. 














* Weighted-averages 


Total property and equipment additions in 2016, 2015 and 2014 
were $674 million, $666 million and $1,016 million and 
depreciation was $701 million, $692 million and $696 million, 
respectively. Capitalized interest was $3 million, $6 million and 
$6 million in the same periods, respectively. The cost of leased 
property and equipment under capital leases of $33 million and 
$27 million and accumulated depreciation of $16 million and 
$14 million at October 31, 2016 and 2015, respectively, is 
included in property and equipment. 


Capitalized software has an estimated useful life of three years. 
The amounts of total capitalized software costs, including 
purchased and internally developed software, classified as 
“Other Assets” at October 31, 2016 and 2015 were 

$1,035 million and $934 million, less accumulated amortization 
of $770 million and $681 million, respectively. Capitalized 
interest on software was $3 million and $2 million at October 31, 
2016 and 2015, respectively. Amortization of these software 
costs in 2016, 2015, and 2014 was $102 million, $103 million 
and $106 million, respectively. The cost of leased software assets 
under capital leases amounting to $90 million and $86 million at 
October 31, 2016 and 2015, respectively, is included in other 
assets. 


The cost of compliance with foreseeable environmental 
requirements has been accrued and did not have a material 
effect on the company’s consolidated financial statements. 


17. GOODWILL AND OTHER INTANGIBLE ASSETS - NET 


The changes in amounts of goodwill by operating segments 
were as follows in millions of dollars: 


Agriculture Construction 


and and 

Turf Forestry _—‘ Total 
Goodwill at October 31, 2014............. $235 S 556 S79] 
Translation adjustments and other....... (8) (57) (65) 
Goodwill at October 31, 2015............. 227 499 726 
PICOUIS IONS sete deedaiaeduraneuncact aed Ss oD 
Translation adjustments and other....... ] (6) (5) 
Goodwill at October 31, 2016........... $3235 $ 493 $816 
* See Note 4. 


There were no accumulated impairment losses in the reported 
periods. 


The components of other intangible assets are as follows in 
millions of dollars: 


Useful Lives* 


(Years) 2016 2015 

Amortized intangible assets: 
Customer lists and relationships ............... 1] $ 42 $ 23 
Technology, patents, trademarks and other 15 131 96 
WOU ei OSU sogc; uesmctatnrcaseodtoendoneaseun: 173. 119 
Less accumulated amortization™” ............. 69 ‘55 
Other intangible assets — net .................... $104 $ 64 


* Weighted-averages 

** Accumulated amortization at 2016 and 2015 for customer lists and 
relationships was $11 million and $10 million and technology, patents, 
trademarks and other was $58 million and $45 million, respectively. 


Other intangible assets are stated at cost less accumulated 
amortization. The amortization of other intangible assets in 
2016, 2015 and 2014 was $15 million, $10 million and 

$11 million, respectively. The estimated amortization expense for 
the next five years is as follows in millions of dollars: 2017 — $18, 
2018 —$14, 2019 —$13, 2020 —$10 and 2021 — $8. 


18. TOTAL SHORT-TERM BORROWINGS 


Total short-term borrowings at October 31 consisted of the 
following in millions of dollars: 






































2016 2015 
Equipment Operations 
ON eRe 90 ears cetecantaaetnaameesessesskcosaee baie > 225 
NOTES Payable TO. DANKS andlocrrsenssrnsrenndsvraenncrdertaes S 164 154 
Long-term borrowings due within one year............... 85 86 
6) 22] eee eee eee ener eer ee rere ree 249 465 
Financial Services 
COMMMEGFCle! DADET scx ieaanawsrurasantsodmamitenenniacdetonines 1,253 2,743 
Notes payable to banks ................:cccceeeeeeeeeseeeeeee es 15] 52 
Long-term borrowings due within one year ............. DiZod 9,10/ 
0) | er er ee eee eee 6,663. 7,962 
Short-term borrowings .....................:::0ceeeeeeereeees 6,912 8,427 
Financial Services 
Short-term securitization borrowingS.............::6::00 5,003 4,590 
Total short-term borrowings......................:::008 =11,9)5 $13,017 














* Includes unamortized fair value adjustments related to interest rate swaps. 


The short-term securitization borrowings for financial services 
are secured by financing receivables (retail notes) on the balance 
sheet (see Note 13). Although these securitization borrowings 
are classified as short-term since payment is required if the retail 
notes are liquidated early, the payment schedule for these 
borrowings of $5,003 million at October 31, 2016 based on the 
expected liquidation of the retail notes in millions of dollars is as 
follows: 2017 — $2,727, 2018 — $1,474, 2019 — $663, 

2020 —$112, 2021 — $25 and 2022 — $2. 


The weighted-average interest rates on total short-term 
borrowings, excluding current maturities of long-term 
borrowings, at October 31, 2016 and 2015 were 1.6 percent and 
.9 percent, respectively. 


Lines of credit available from U.S. and foreign banks were 
$7,315 million at October 31, 2016. At October 31, 2016, 
$5,747 million of these worldwide lines of credit were unused. 
For the purpose of computing the unused credit lines, 
commercial paper and short-term bank borrowings, excluding 
secured borrowings and the current portion of long-term 
borrowings, were primarily considered to constitute utilization. 
Included in the above lines of credit were long-term credit 
facility agreements for $2,900 million, expiring in April 2020, and 
$2,900 million, expiring in April 2021. The agreements are 
mutually extendable and the annual facility fees are not 
significant. These credit agreements require Capital Corporation 
to maintain its consolidated ratio of earnings to fixed charges at 
not less than 1.05 to 1 for each fiscal quarter and the ratio of 
senior debt, excluding securitization indebtedness, to capital 
base (total subordinated debt and stockholder’s equity excluding 
accumulated other comprehensive income (loss)) at not more 
than 11 to 1 at the end of any fiscal quarter. The credit 
agreements also require the equipment operations to maintain a 
ratio of total debt to total capital (total debt and stockholders’ 
equity excluding accumulated other comprehensive income 
(loss)) of 65 percent or less at the end of each fiscal quarter. 
Under this provision, the company’s excess equity capacity and 
retained earnings balance free of restriction at October 31, 2016 
was $9,553 million. Alternatively under this provision, the 


equipment operations had the capacity to incur additional debt 
of $17,742 million at October 31, 2016. All of these 
requirements of the credit agreements have been met during the 
periods included in the consolidated financial statements. 


Deere & Company has an agreement with Capital Corporation 
pursuant to which it has agreed to continue to own, directly or 
through one or more wholly-owned subsidiaries, at least 

51 percent of the voting shares of capital stock of Capital 
Corporation and to maintain Capital Corporation's consolidated 
tangible net worth at not less than $50 million. This agreement 
also obligates Deere & Company to make payments to Capital 
Corporation such that its consolidated ratio of earnings to fixed 
charges is not less than 1.05 to 1 for each fiscal quarter. 

Deere & Company's obligations to make payments to Capital 
Corporation under the agreement are independent of whether 
Capital Corporation is in default on its indebtedness, obligations 
or other liabilities. Further, Deere & Company’s obligations under 
the agreement are not measured by the amount of Capital 
Corporation's indebtedness, obligations or other liabilities. 
Deere & Company's obligations to make payments under this 
agreement are expressly stated not to be a guaranty of any 
specific indebtedness, obligation or liability of Capital 
Corporation and are enforceable only by or in the name of 
Capital Corporation. No payments were required under this 
agreement during the periods included in the consolidated 
financial statements. 


19. ACCOUNTS PAYABLE AND ACCRUED EXPENSES 


Accounts payable and accrued expenses at October 31 consisted 
of the following in millions of dollars: 


2016 2015 
Equipment Operations 
Accounts payable: 
TAGE Pay aD CS s.assnct ce ecaete te yesesins dese seahseaadeisaeness $1,598 $1,435 
DIVIGENUS: DAVAD IE Sous cocecuda nts cemacnvalmey ee ednepocucuaaseee! 189 = 193 
TRIED hee ceeaeatacoesciioadeneuavecier esses se veseedeerti cnet see: 193 186 
Accrued expenses: 
Dealer sales discOUNES ..............:cccecceee eee eeeeeeeeeneeees 1,371 1,423 
FIMPlOVee DENGTIES 42. 3c0c0:20<cmesaieeeraniesosetes Wradesae’e 861 1,122 
PROGUCE WAN ANN CS cin sessa cute ard cxackrnncantodunerdndaate beaut 779 ~~ 807 
Unearned revenue ............ccccc eee ece ee eee sense eee een een enees 40] 3/9 
COUT Rati sds crt es sican eretounanigeaeanauenamaracaeandeseeteos 1,269 1,256 
[lc (:| eee en tree re enters Sener er ere tre err tere 6,661 6,801 
Financial Services 
Accounts payable: 
Deposits withheld from dealers and merchants.......... 230 36179 
I nase cl cessiet a essessie sn desonnce sce Serotec tebe eee ceneteon 268 258 
Accrued expenses: 
Unearned revenue ............ccccc eee ee ee eee een ee eee een een enees f3>. 6/1 
Pe CHA CG WLEN OSE cass: toarascagnatonnatatnsecnocdevednatuctensad 125 #111 
FIMPIOVES DENNIS 2o.0.2ccernceceveosannsensoss cocatverraiesees: op ra 
OF eases sess caer seoeatnociateanaategeasuncameoerdantass 185. 221 
POE aceite rates enema cea eeeneneees 1,595 1,511 
FVIMMIMEIVCINS 22 sey saeacsosponncit douescataniseaindauitetexnortnads 1,016 1,001 
Accounts payable and accrued expenses.................... $7,240 $7,311 














* Primarily trade receivable valuation accounts which are reclassified as accrued 
expenses by the equipment operations as a result of their trade receivables 
being sold to financial services. 
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20. LONG-TERM BORROWINGS 


Long-term borrowings at October 31 consisted of the following 
in millions of dollars: 








2016 2015 

Equipment Operations 

Notes and debentures: 
G3 Fe MOVES GUC ZU VY vo cs cnalesccuduanssddusimesennduces Ss 750 5 750 
8-1/2% debentures due 2022 2.0... cc ccecceceecee eee ee es 105 105 
2.60% notes due 2022 000... cececceceeaeeceeceeeeees 1,000 + 1,000 
6.55% debentures due 2028 .......... ccc eeeeeeeee eee ee es 200 200 
5.37 Die NOTES GWE ZO 2D vccontsiccanceheeteesennioesatenseude 500 500 
8.10% debentures due 2030 ............ccceeeeeee ener 250 250 
FAZSA NOES GUC 203 | vcdenevesronerdeccdesededeeesaened 300 300 
3.90% notes due 2042 000.0... ececcecceceeceeeeneeees 1,250 1,250 
CUVEE IO OS pase gossccec cen eaceencstanedscatbestauousemensat 231 106 
Cl naeecera tant eeateeutmeutae Pargetaaetteenteeeratea nies 4586 446] 








Financial Services 
Notes and debentures: 

Medium-term notes due 2017 - 2026: (principal 
$17,203 - 2016, $17,610 - 2015) Average 
interest rates of 1.7% - 2016, 1.4% - 2015......... 

2.75% senior note due 2022: ($500 principal) 
Swapped $500 to variable interest rate of 














TG 20 VG, LT e201 ee se eons secaeaeaeneest alo” =) Pg 
CUED TOUS <5 canayasananaieasianenasoeaainae eg areas 1,221 1,003 
| chi:| ee ener rene enc err ere eee 19,174 19,372 
Long-term borrowings™® ...................::6::cceeeeeeeee 923,700: $23,932 














* Includes unamortized fair value adjustments related to interest rate swaps. 
** All interest rates are as of year end. 


The approximate principal amounts of the equipment operations’ 
long-term borrowings maturing in each of the next five years in 
millions of dollars are as follows: 2017 —$85, 2018 — $113, 

2019 — $842, 2020 — $30 and 2021 — $2. The approximate 
principal amounts of the financial services’ long-term borrowings 
maturing in each of the next five years in millions of dollars are 
as follows: 2017 — $5,258, 2018 — $5,270, 2019 — $4,911, 

2020 — $2,968 and 2021 — $2,148. 


21. LEASES 


At October 31, 2016, future minimum lease payments under 
capital leases amounted to $34 million as follows: 2017 — $18, 
2018 —$7, 2019 —$4, 2020 — $3, 2021 — $1 and later years $1. 
Total rental expense for operating leases was $185 million in 
2016, $200 million in 2015 and $205 million in 2014. At 
October 31, 2016, future minimum lease payments under 
operating leases amounted to $392 million as follows: 

2017 — $101, 2018 — $77, 2019 — $60, 2020 — $48, 2021 — $38 
and later years $68. 


22. COMMITMENTS AND CONTINGENCIES 


The company generally determines its warranty liability by 
applying historical claims rate experience to the estimated 
amount of equipment that has been sold and is still under 
warranty based on dealer inventories and retail sales. The 


historical claims rate is primarily determined by a review of 
five-year claims costs and current quality developments. 


The premiums for the company’s extended warranties are 
primarily recognized in income in proportion to the costs 
expected to be incurred over the contract period. The 
unamortized extended warranty premiums (unearned revenue] 
included in the following table totaled $447 million and 

$454 million at October 31, 2016 and 2015, respectively. 


A reconciliation of the changes in the warranty liability and 
unearned premiums in millions of dollars follows: 


Warranty Liability/ 
Unearned Premiums 





2016 2015 
Beginning of year balance ............................. $1,261 31,234 
ty Os getgactae oc teeceroaeaeesceet sateeedaevoseaeseneene: (783) (779) 
Amortization of premiums received.................0- (202) (161) 
Accruals for warranties ...........0ceccecececeeeeecereaees 758 810 
Premiums reC@ived ...........ecceceeceeceeeeeeeueereeneenes 18] 209 
POPEIGIN EX CHANG O coe nase wentdel cteaueiromceseteseben 1] (52) 
End of year balance ......................:..ceeeeeeeeee ©1226 $1,261 








At October 31, 2016, the company had approximately 

$152 million of guarantees issued primarily to banks outside the 
U.S. related to third-party receivables for the retail financing of 
John Deere equipment. The company may recover a portion of 
any required payments incurred under these agreements from 
repossession of the equipment collateralizing the receivables. At 
October 31, 2016, the company had accrued losses of 
approximately $4 million under these agreements. The maximum 
remaining term of the receivables guaranteed at October 31, 
2016 was approximately four years. 


At October 31, 2016, the company had commitments of 
approximately $138 million for the construction and acquisition 
of property and equipment. At October 31, 2016, the company 
also had pledged or restricted assets of $117 million, primarily as 
collateral for borrowings and restricted other assets. In addition, 
see Note 13 for restricted assets associated with borrowings 
related to securitizations. 


The company also had other miscellaneous contingencies 
totaling approximately $65 million at October 31, 2016, for 
which it believes the probability for payment is substantially 
remote. The accrued liability for these contingencies was not 
material at October 31, 2016. 


The company is subject to various unresolved legal actions which 
arise in the normal course of its business, the most prevalent of 
which relate to product liability (including asbestos related 
liability), retail credit, employment, software licensing, patent, 
trademark and environmental matters. The company believes the 
reasonably possible range of losses for these unresolved legal 
actions in addition to the amounts accrued would not have a 
material effect on its financial statements. 





23. CAPITAL STOCK 


Changes in the common stock account in millions were as 
follows: 


Number of 
Shares Issued = Amount 











Balance at October 31, 2013 ................... 536.4 S 3,524 
STOCK IOPUONS-GNG GUNED ns cncccagcudetieecicdeust 15] 
Balance at October 31, 2014 ................... 536.4 3,675 
Stock options and other ...............::::2e 15] 
Balance at October 31, 2015 ................... 536.4 3.826 
Stock options and other ...................:.665. 86 
Balance at October 31, 2016.................. 536.4 § 3,912 








The number of common shares the company is authorized to 
issue is 1,200 million. The number of authorized preferred 
shares, none of which has been issued, is nine million. 


The Board of Directors at its meeting in December 2013 
authorized the repurchase of up to $8,000 million of common 
stock (91.8 million shares based on the fiscal year end closing 
common stock price of $87.17 per share). At the end of the 
fiscal year, this repurchase program had $3,260 million 

(37.4 million shares at the same price) remaining to be 
repurchased. Repurchases of the company’s common stock 
under this plan will be made from time to time, at the company’s 
discretion, in the open market. 


A reconciliation of basic and diluted net income per share 
attributable to Deere & Company follows in millions, except per 
share amounts: 


2016 2015 2014 


Net income attributable to 
Deere & COMPANY......0.::cccceeeeeeeeeeeeeees $1,523.9 $1,940.0 $3,161.7 
Less income allocable to 

























































































PariPating SCCUMUES sixcisidiaosdueretends J 8 1.0 
Income allocable to common stock........... Sl,023-2- 91,9392 33,1607 
Average shares outstanding ..............:.06 315.2. 333.6 = 363.0 
Basic per share.....................0::0:eeeeeeeee > 483 $ 58135 8.7] 
Average shares outstanding ................66 315.2 333.6 363.0 
Effect of dilutive stock options ................ 1.4 2.4 3.1 

Total potential shares outstanding .... 316.6 336.0 366.1 
Diluted per share........................::0 > 481 $ 5773 8.63 




















All stock options outstanding were included in the computation 
during 2016, 2015 and 2014, except 9.9 million in 2016 and 
2.4 million in 2014 that had an antidilutive effect under the 
treasury stock method. 


24. STOCK OPTION AND RESTRICTED STOCK AWARDS 


The company issues stock options and restricted stock awards to 
key employees under plans approved by stockholders. Restricted 
stock is also issued to nonemployee directors for their services 
as directors under a plan approved by stockholders. Options are 
awarded with the exercise price equal to the market price and 
become exercisable in one to three years after grant. Options 
expire ten years after the date of grant. Restricted stock awards 
generally vest after three years. The compensation cost for stock 


options, service based restricted stock units and market/service 
based restricted stock units, which is based on the fair value at 
the grant date, is recognized on a straight-line basis over the 
requisite period the employee is required to render service. The 
compensation cost for performance/service based units, which is 
based on the fair value at the grant date, is recognized over the 
employees’ requisite service period and periodically adjusted for 
the probable number of shares to be awarded. According to 
these plans at October 31, 2016, the company is authorized to 
grant an additional 13.2 million shares related to stock options 
or restricted stock. 


The fair value of each option award was estimated on the date 
of grant using a binomial lattice option valuation model. 
Expected volatilities are based on implied volatilities from traded 
call options on the company’s stock. The expected volatilities are 
constructed from the following three components: the starting 
implied volatility of short-term call options traded within a few 
days of the valuation date; the predicted implied volatility of 
long-term call options; and the trend in implied volatilities over 
the span of the call options’ time to maturity. The company uses 
historical data to estimate option exercise behavior and 
employee termination within the valuation model. The expected 
term of options granted is derived from the output of the option 
valuation model and represents the period of time that options 
granted are expected to be outstanding. The risk-free rates 
utilized for periods throughout the contractual life of the 
options are based on U.S. Treasury security yields at the time of 
grant. 


The assumptions used for the binomial lattice model to 
determine the fair value of options follow: 


2016 2015 2014 
Risk-free interest rate...... 23h-2.3% O4%-2.3% 03%- 2.9% 
Expected dividends ......... 2.8% 2.5% 2.3% 
Expected volatility........... 25.2% — 29.0% 23.4% — 25.7% 25.9% — 32.0% 
Weighted-average 
WOIAUIINY Sty caoudcacesesua’ 26.5% 25.6% 31.9% 
Expected term (in years)... 7.0 - 8.6 7.2-8.2 73-74 


Stock option activity at October 31, 2016 and changes during 
2016 in millions of dollars and shares follow: 


Remaining 
Contractual Aggregate 
Exercise Term Intrinsic 
Shares Price” (Years) Value 
Outstanding at beginning 
Of year... ee 14.8 $77.39 
GAIN OG cx oincneepsazewe seve ione ss 3.5 79.24 
PXOICISOG cccssssatcdavsoacvaccsaqeinees (7) 51.98 
Expired or forfeited................. (1) 82:95 
Outstanding at end of year..... 7 18,73 6.10 $153.0 
Exercisable at end of year ...... Lise LOTS 4.90 1266 


* Weighted-averages 


The weighted-average grant-date fair values of options granted 
during 2016, 2015 and 2014 were $16.88, $19.67 and $24.74, 
respectively. The total intrinsic values of options exercised during 
2016, 2015 and 2014 were $23 million, $98 million and 

$125 million, respectively. During 2016, 2015 and 2014, cash 
received from stock option exercises was $36 million, 


2) 





$172 million and $149 million with tax benefits of $8 million, 
$36 million and $46 million, respectively. 


The company granted 255 thousand, 248 thousand and 

236 thousand restricted stock units to employees and 
nonemployee directors in 2016, 2015 and 2014, of which 

113 thousand, 122 thousand and 102 thousand are subject to 
service based only conditions, 71 thousand, 63 thousand and 
67 thousand are subject to performance/service based 
conditions, 71 thousand, 63 thousand and 67 thousand are 
Subject to market/service based conditions, respectively. The 
service based only units award one share of common stock for 
each unit at the end of the vesting period and include dividend 
equivalent payments. 


The performance/service based units are subject to a 
performance metric based on the company’s compound annual 
revenue growth rate, compared to a benchmark group of 
companies over the vesting period. The market/service based 
units are subject to a market related metric based on total 
shareholder return, compared to the same benchmark group of 
companies over the vesting period. The performance/service 
based units and the market/service based units both award 
common stock in a range of zero to 200 percent for each unit 
granted based on the level of the metric achieved and do not 
include dividend equivalent payments over the vesting period. 
The weighted-average fair values of the service based only units 
at the grant dates during 2016, 2015 and 2014 were $79.84, 
$88.66 and $87.16 per unit, respectively, based on the market 
price of a share of underlying common stock. The fair value of 
the performance/service based units at the grant date during 
2016, 2015 and 2014 were $72.93, $81.78 and $81.53 per unit, 
respectively, based on the market price of a share of underlying 
common stock excluding dividends. The fair value of the market/ 
service based units at the grant date during 2016, 2015 and 
2014 were $103.66, $113.97 and $116.86 per unit, respectively, 
based on a lattice valuation model excluding dividends. 


The company’s nonvested restricted shares at October 31, 2016 
and changes during 2016 in millions of shares follow: 











Grant-Date 

Shares Fair Value” 
Service based only 
Nonvested at beginning of year ................... 2 $87.58 
fF ANC OG iss cone stanecenasu se eoatecsaneesssandenesseenerss | 79.84 
WS TOG as ceoscsasicciadaistanasomnsaaeastgnoscaunadnnsunceaes (.1) 87.12 
Nonvested at end of year ..........0...0::0eeeeeee 2 84.86 
Performance/service and market/service 

based 

Nonvested at beginning of year ...............2... 4 $96.87 
CAI FIAT CO) isin 5 caneinn stares eamatisattase sn ccaeseacyoepence aoe | 88.30 
Expired or forfeited .................cccceee cece eens (.1) 93.69 
Nonvested at end of year ..............cceeeeeeee ees mn 94.88 








* Weighted-averages 


During 2016, 2015 and 2014, the total share-based 
compensation expense was $/1 million, $66 million and 

$79 million, respectively, with recognized income tax benefits of 
$26 million, $25 million and $29 million, respectively. At 
October 31, 2016, there was $47 million of total unrecognized 
compensation cost from share-based compensation 
arrangements granted under the plans, which is related to 
nonvested shares. This compensation is expected to be 
recognized over a weighted-average period of approximately two 
years. The total grant-date fair values of stock options and 
restricted shares vested during 2016, 2015 and 2014 were 

$69 million, $74 million and $69 million, respectively. 


The company currently uses shares that have been repurchased 
through its stock repurchase programs to satisfy share option 
exercises. At fiscal year end, the company had 222 million shares 
in treasury stock and 37 million shares remaining to be 
repurchased under its current publicly announced repurchase 
program (see Note 23). 


25. OTHER COMPREHENSIVE INCOME ITEMS 


The after-tax changes in accumulated other comprehensive 
income at October 31 in millions of dollars follow: 












































Unrealized Total 
Gain Unrealized Accumulated 
Retirement Cumulative — (Loss) Gain (Loss) Other 
Benefits Translation on on Comprehensive 
Adjustment Adjustment Derivatives Investments Income (Loss) 
2013........... $(2,809) $s 113 S (3) $ 6 $(2,693) 
Period 
Change........ (684) (416) 3 7 (1,090) 
2014........... (3,493) (303) 13 (3,783) 
Period 
Change........ (8) (935) (2) (1) (946) 
2015........... (3,501) (1,238) (2) ]2 (4,729) 
Period 
Change........ (908) 9 3 (1) (897) 
2016........... $(4,409)  $(1,229) $ ] S 1] $(5,626) 


























Following are amounts recorded in and reclassifications out of 
other comprehensive income (loss), and the income tax effects, 
in millions of dollars: 


















































Before Tax After 
Tax (Expense) Tax 
Amount Credit Amount 
2016 
Cumulative translation adjustment............... S 8 $ Ls 9 
Unrealized gain (loss) on derivatives: 
Unrealized hedging gain (loss) ................. (2) ] (1) 
Reclassification of realized (gain) loss to: 
Interest rate contracts — Interest expense J (2) 5 
Foreign exchange contracts — Other 
operating Expenses .................2:00ee- (1) (1) 
Net unrealized gain (loss) on derivatives .... 4 (1) 3 
Unrealized gain (loss) on investments: 
Unrealized holding gain (loss) .................. Z 2 
Reclassification of realized (gain) 
loss — Other income ...............c..0.eeeeee (4) ] (3) 
Net unrealized gain (loss) on investments (2) ] (1) 
Retirement benefits adjustment: 
Pensions 
Net actuarial gain (loss) and prior 
service credit (coSt).................cceeee, (1,141) 397 (744) 
Reclassification through amortization of 
actuarial (gain) loss and prior service 
(credit) cost to net income:* 
Actuarial (gain) loss.................05 211 (77) 134 
Prior service (credit) cost .............. 16 (6) 10 
Settlements/curtailments ............. 14 (4) 10 
Health care and life insurance 
Net actuarial gain (loss) and prior 
service credit (COSt)............0.c cece, (49 3) 178 (315) 
Reclassification through amortization of 
actuarial (gain) loss and prior service 
(credit) cost to net income:* 
Actuarial (gain) loss................0005 73 (27) 46 
Prior service (credit) cost .............. (78) 29 (49) 
Net unrealized gain (loss) on retirement 
benefits adjustment.................0.0008 (1,398) 490 (908) 
Total other comprehensive income (loss)....... $(1,388) $ 491 $ (897) 




















* These accumulated other comprehensive income amounts are included in net 
periodic postretirement costs. See Note 7 for additional detail. 

















2015 
Cumulative translation adjustment................ 


Unrealized gain (loss) on derivatives: 
Unrealized hedging gain (loss).................. 
Reclassification of realized (gain) loss to: 

Interest rate contracts — Interest expense 
Foreign exchange contracts — Other 
OMeralinG CxXGENS SS a ssspsonieocmnsincieen: 


Net unrealized gain (loss) on derivatives ..... 


Unrealized gain (loss) on investments: 
Unrealized holding gain (loss)................... 
Reclassification of realized (gain) 

loss — Other income................0c00ceeeeees 


Net unrealized gain (loss) on investments ... 


Retirement benefits adjustment: 
Pensions 
Net actuarial gain (loss) and prior service 
CGE (ES a rectesnecteccdanoseuceadecceain: 
Reclassification through amortization of 
actuarial (gain) loss and prior service 
(credit) cost to net income:* 
Actuarial (gain) loss..................06. 
Prior service (credit) cost............... 
Settlements/curtailments .............. 
Health care and life insurance 
Net actuarial gain (loss) and prior service 
G15 | (a6 || ene ne or eer 
Reclassification through amortization of 
actuarial (gain) loss and prior service 
(credit) cost to net income:* 
Actuarial (gain) loss..................06. 
Prior service (credit) cost............... 
Settlements/curtailments .............. 


Net unrealized gain (loss) on retirement 
benefits adjustment...............0c.cccceee ees 


Total other comprehensive income (loss) ....... 


Before 
Tax 


Amount 


$(938) 


(12) 


ol 
(77) 
| 


(8) 
$(952) 








Tax 
(Expense) 


Credit 


: 


3 


15] 


(81) 
(9) 
(4) 


(52) 


(34) 
29 


= 


6 








After 
Tax 


Amount 


$(935) 


(276) 


eke 


5/ 
(48) 
1 


(8) 
$(946) 








* These accumulated other comprehensive income amounts are included in net 
periodic postretirement costs. See Note 7 for additional detail. 


5/ 


58 





Before Tax After 
Tax (Expense) Tax 





















































Amount Credit Amount 
2014 
Cumulative translation adjustment: 
Unrealized gain (loss) on 
translation adjustment ....................08. S$ (427) $ 2 $ (425) 
Reclassification of (gain) loss to Other 
Operating expenses” .............cccee eee eeees ) ) 
Net unrealized gain (loss) on 
translation adjustment ....................0 (418) 2 (416) 
Unrealized gain (loss) on derivatives: 
Unrealized hedging gain (loss) ................. (14) 5 (9) 
Reclassification of realized (gain) loss to: 
Interest rate contracts — Interest expense ie (5) 8 
Foreign exchange contracts — Other 
OPETALING CXPCNSES iiciicederarimecvatetes 6 (2) 4 
Net unrealized gain (loss) on derivatives .... 5 (2) 3 
Unrealized gain (loss) on investments: 
Unrealized holding gain (loss).................. 10 (3) 7 
Net unrealized gain (loss) on investments 10 (3) 7 
Retirement benefits adjustment: 
Pensions 
Net actuarial gain (loss) .................00 (940) 343 (597) 
Reclassification through amortization of 
actuarial (gain) loss and prior service 
(credit) cost to net income:** 
Actuarial (gain) loss.................05 V7 (64) 113 
Prior service (credit) cost .............. 25 (9) 16 
Settlements/curtailments ............. 9 (3) 6 
Health care and life insurance 
Net actuarial gain (loss) and prior 
SErVICE ChEGIE (COST) ceevedccrvescceedeveieres (378) 138 (240) 
Reclassification through amortization of 
actuarial (gain) loss and prior service 
(credit) cost to net income:** 
Actuarial (gain) loss................005 33 (12) 21 
Prior service (credit) cost .............. (3) ] (2) 
Settlements/curtailments ............. (1) (1) 
Net unrealized gain (loss) on retirement 
benefits adjustment ...............:0c:0ceceee (1,078) 394 (684) 
Total other comprehensive income (loss)....... $(1,481) $ 391 $(1,090) 




















* Represents the accumulated translation adjustments related to the foreign 
subsidiaries of the Water operations that were sold (see Note 4). 

** These accumulated other comprehensive income amounts are included in net 
periodic postretirement costs. See Note 7 for additional detail. 


The noncontrolling interests’ comprehensive income (loss) was 
$(2.4) million in 2016, $.5 million in 2015 and $1.3 million in 
2014, which consisted of net income (loss) of $(2.4) million in 
2016, $.9 million in 2015 and $1.6 million in 2014 and 
cumulative translation adjustments of none in 2016, $(.4) 
million in 2015 and $(.3) million in 2014. 














26. FAIR VALUE MEASUREMENTS 


Fair value is defined as the price that would be received to sell 
an asset or paid to transfer a liability in an orderly transaction 
between market participants at the measurement date. To 
determine fair value, the company uses various methods 
including market and income approaches. The company utilizes 
valuation models and techniques that maximize the use of 
observable inputs. The models are industry-standard models 
that consider various assumptions including time values and 
yield curves as well as other economic measures. These 
valuation techniques are consistently applied. 


Level 1 measurements consist of quoted prices in active markets 
for identical assets or liabilities. Level 2 measurements include 
significant other observable inputs such as quoted prices for 
similar assets or liabilities in active markets; identical assets or 
liabilities in inactive markets; observable inputs such as interest 
rates and yield curves; and other market-corroborated inputs. 
Level 3 measurements include significant unobservable inputs. 


The fair values of financial instruments that do not approximate 
the carrying values at October 31 in millions of dollars follow: 


























































































































2016 2015 
Carrying Fair Carrying Fair 
Value  Value* Value Value” 
Financing receivables — net.......... $23,702 $23,564 $24,809 $24,719 
Financing receivables 
securitized — net ............. ee $ 5,127 $ 5,114 $ 4,835 $ 4,820 
Short-term securitization 
DOMOWINGS, :cccccpsecomseacemaanceen, s 5,003 $ 5,005 $ 4,590 $ 4,590 
Long-term borrowings due within 
one year: 
Equipment operations............. S 85 $ 80 $ 86 $ 78 
Financial services................06. D222 D259 BOF 2,167 
IOP All eae enohoaeeieredeesenresseten. S 5,344 $ 5,339 $ 5,253 $ 5,245 
Long-term borrowings: 
Equipment operations............. > 4,586 $ 5,184 $ 4,461 $ 4,835 
Financial services..............:.665. 19,174 19,273 19,372 19,348 
WGVAll 2 c2teeccewaeeeeesaeqensdsnacate $23,760 $24,457 $23,833 $24,183 


























* Fair value measurements above were Level 3 for all financing receivables and 
Level 2 for all borrowings. 


Fair values of the financing receivables that were issued 
long-term were based on the discounted values of their related 
cash flows at interest rates currently being offered by the 
company for similar financing receivables. The fair values of the 
remaining financing receivables approximated the carrying 
amounts. 


Fair values of long-term borrowings and short-term 
securitization borrowings were based on current market quotes 
for identical or similar borrowings and credit risk, or on the 
discounted values of their related cash flows at current market 
interest rates. Certain long-term borrowings have been swapped 
to current variable interest rates. The carrying values of these 
long-term borrowings included adjustments related to fair value 
hedges. 





Assets and liabilities measured at October 31 at fair value ona 
recurring basis in millions of dollars follow: 


2016* 2015* 
Marketable securities 
ECU Ty TUNG: an:2hcenncenarndtanausdonedeunareicaneaianperns s 45°$ 43 
FiMOGMCOMG TUNG: nce ince al ceceoncisacesageseesecse cds. 15 
U.S. government debt securities...................00 88 82 
Municipal debt securities .................ccceeeeeeeee es 43 3] 
Corporate debt securities.................ccceeeeeeee ees 118 124 
International debt securities .................ccceeeeeee 34 47 
Mortgage-backed securities*™ .............:0:.c:eeee ee 111 110 
Total marketable securities ..............cccccceeceeceeeees 454 437 
Other assets 
Derivatives: 
Interest rate CONTACTS 2.0.0... e cee eeec cence eeeeeeeeeees 294 353 
Foreign exchange contracts .............:0::00eeeeeeee 60 50 
Cross-currency interest rate contracts ............... 2| Vas 
WG S Ole ar pcec cose ueatcsnuemquenseeevasbeesonetoancier S @29 35 865 
Accounts payable and accrued expenses 
Derivatives: 
INEGrESE FATe CONMUACKS sec cnincscniabontearinapeneenereass Ss 29 $ 60 
Foreign exchange contracts .............:0::0e:eeee eee 43 18 
TOTAL AIDING S nx honei tna seudsederuaedaseiasnddaaseeiebes tewmeeets is 23 78 


* All measurements above were Level 2 measurements except for Level 1 


measurements of U.S. government debt securities of $53 million and 

$37 million at October 31, 2016 and 2015, respectively, and the equity 
fund of $45 million and $43 million at October 31, 2016 and 2015, 
respectively, and the fixed income fund of $15 million at October 31, 2016. 
In addition, $28 million and $29 million of the international debt securities 
were Level 3 measurements at October 31, 2016 and 2015, respectively. 
There were no transfers between Level 1 and Level 2 during 2016 and 
2015. 

Primarily issued by U.S. government sponsored enterprises. 

Excluded from this table were cash equivalents, which were carried at cost 
that approximates fair value. The cash equivalents consist primarily of 
money market funds that were Level 1 measurements. 


kxk 


Fair value, recurring, Level 3 measurements from 
available-for-sale marketable securities at October 31 in millions 
of dollars follow: 


2016 2015 
Beginning of period balance.................:0ccceeeeeeeeee ees S. 2g 
BUI AS 2 Sse ae casogst es eteeseapcaonand seat aah eeaeesastee Jo > 30 
PrinGipal PaVMENNS 22 2.222ci2 sax vatedwery svncseetdenivevedecece ds (22) 
Change in unrealized gain (loss) .................:ccceeeeee ees (4) (1) 
End of period balance ................c.cceceee eee cece eect eee ees > 265 29 


Fair value, nonrecurring, Level 3 measurements from 
impairments at October 31 in millions of dollars follow: 


Losses* 


2016 2015 2014 


Fair Value” 
2016 2015 


Equipment on operating 
leases — Net oo... eee eeeee S$ 654$ 479 S$ 3185 10 


Property and equipment—net...$ 31$ 33 $ 13$ 10$ 44 


Investments in 
unconsolidated affiliates....... S ] > 2 


Other assets ...........0.:0:eeeeee eee > 184$ 112 $ 295 158 16 


Assets held for sale — 
Water operations ................ S _ go 

















* See financing receivables with specific allowances in Note 12 that were not 
significant. See Note 5 for impairments. 


The following is a description of the valuation methodologies 
the company uses to measure certain financial instruments on 
the balance sheet and nonmonetary assets at fair value: 


Marketable Securities — The portfolio of investments, except for 
the Level 3 measurement international debt securities, is 
primarily valued on a market approach (matrix pricing model) in 
which all significant inputs are observable or can be derived 
from or corroborated by observable market data such as interest 
rates, yield curves, volatilities, credit risk and prepayment 
speeds. Funds are primarily valued using the fund's net asset 
value, based on the fair value of the underlying securities. The 
Level 3 measurement international debt securities are primarily 
valued using an income approach based on discounted cash 
flows using yield curves derived from limited, observable market 
data. 


Derivatives — The company’s derivative financial instruments 
consist of interest rate swaps and caps, foreign currency 
futures, forwards and swaps, and cross-currency interest rate 
swaps. The portfolio is valued based on an income approach 
(discounted cash flow) using market observable inputs, including 
Swap curves and both forward and spot exchange rates for 
currencies. 


Financing Receivables — Specific reserve impairments are based 
on the fair value of the collateral, which is measured using a 
market approach (appraisal values or realizable values). Inputs 
include a selection of realizable values (see Note 12). 


Equipment on Operating Leases-Net — The impairments are 
based on an income approach (discounted cash flow), using the 
contractual payments, plus an estimate of equipment sale price 
at lease maturity. Inputs include realized sales values (see 

Note 5). 


Property and Equipment-Net — The impairments are measured at 
the lower of the carrying amount, or fair value. The valuations 
were based on a cost approach. The inputs include replacement 
cost estimates adjusted for physical deterioration and economic 
obsolescence (see Note 5). 


Investment in Unconsolidated Affiliates — Other than temporary 
impairments for investments are measured as the difference 
between the implied fair value and the carrying value of the 
investments. The estimated fair value is determined by an 
income approach (discounted cash flows), which includes inputs 
such as interest rates and margins (see Note 5). 
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Other Assets — The impairments are measured at the lower of 
the carrying amount, or fair value. The valuations were based on 
a market approach. The inputs include sales of comparable 
assets (see Note 5). 


Assets Held For Sale-Water Operations — The impairment of the 
disposal group was measured at the lower of carrying amount, 
or fair value less cost to sell. Fair value was based on the 
probable sale price. The inputs included estimates of the final 
sale price (see Note 5). 


27. DERIVATIVE INSTRUMENTS 





Cash Flow Hedges 

Certain interest rate and cross-currency interest rate contracts 
(swaps) were designated as hedges of future cash flows from 
borrowings. The total notional amounts of the receive-variable/ 
pay-fixed interest rate contracts at October 31, 2016 and 2015 
were $1,600 million and $2,800 million, respectively. The total 
notional amounts of the cross-currency interest rate contracts 
were $42 million and $60 million at October 31, 2016 and 2015, 
respectively. The effective portions of the fair value gains or 
losses on these cash flow hedges were recorded in other 
comprehensive income (OCI) and subsequently reclassified into 
interest expense or other operating expenses (foreign exchange} 
in the same periods during which the hedged transactions 
affected earnings. These amounts offset the effects of interest 
rate or foreign currency exchange rate changes on the related 
borrowings. Any ineffective portions of the gains or losses on all 
cash flow interest rate contracts designated as cash flow 
hedges were recognized currently in interest expense or other 
operating expenses (foreign exchange) and were not material 
during any years presented. The cash flows from these contracts 
were recorded in operating activities in the statement of 
consolidated cash flows. 


The amount of loss recorded in OCI at October 31, 2016 that is 
expected to be reclassified to interest expense or other 
operating expenses in the next twelve months if interest rates 
or exchange rates remain unchanged is approximately $1 million 
after-tax. These contracts mature in up to 26 months. There 
were no gains or losses reclassified from OCI to earnings based 
on the probability that the original forecasted transaction would 
not Occur. 


Fair Value Hedges 

Certain interest rate contracts (swaps) were designated as fair 
value hedges of borrowings. The total notional amounts of the 
receive-fixed/pay-variable interest rate contracts at October 31, 
2016 and 2015 were $8,844 million and $8,618 million, 
respectively. The effective portions of the fair value gains or 
losses on these contracts were offset by fair value gains or 


losses on the hedged items (fixed-rate borrowings). Any 
ineffective portions of the gains or losses were recognized 
currently in interest expense. The ineffective portions were a 
loss of $2 million and gain of $2 million in 2016 and 2015, 
respectively. The cash flows from these contracts were recorded 
in operating activities in the statement of consolidated cash 
flows. 


The gains (losses) on these contracts and the underlying 
borrowings recorded in interest expense follow in millions of 
dollars: 


2016 2015 
ITORESE FAbC-CONTACIS fain ccidacce exucdcieliactaenaewotustiononds Sl 7 S$ 104 
BOMOWIAG So © sieekce-ctmcteennsveiasnben cputetencneumamedieestesone (9) (102) 


* Includes changes in fair values of interest rate contracts excluding net 
accrued interest income of $146 million and $173 million during 2016 and 
2015, respectively. 

** Includes adjustments for fair values of hedged borrowings excluding accrued 
interest expense of $290 million and $274 million during 2016 and 2015, 
respectively. 


Derivatives Not Designated as Hedging Instruments 

The company has certain interest rate contracts (swaps and 
caps), foreign exchange contracts (futures, forwards and swaps] 
and cross-currency interest rate contracts (swaps), which were 
not formally designated as hedges. These derivatives were held 
as economic hedges for underlying interest rate or foreign 
currency exposures primarily for certain borrowings and 
purchases or sales of inventory. The total notional amounts of 
the interest rate swaps at October 31, 2016 and 2015 were 
$6,060 million and $6,333 million, the foreign exchange 
contracts were $3,919 million and $3,160 million and the cross- 
currency interest rate contracts were $63 million and 

$76 million, respectively. At October 31, 2016 and 2015, there 
were also $579 million and $1,069 million, respectively, of 
interest rate caps purchased and the same amounts sold at the 
Same capped interest rate to facilitate borrowings through 
securitization of retail notes. The fair value gains or losses from 
the interest rate contracts were recognized currently in interest 
expense and the gains or losses from foreign exchange 
contracts in cost of sales or other operating expenses, generally 
offsetting over time the expenses on the exposures being 
hedged. The cash flows from these non-designated contracts 
were recorded in operating activities in the statement of 
consolidated cash flows. 





Fair values of derivative instruments in the consolidated balance 
sheet at October 31 in millions of dollars follow: 


























2016 2015 
Other Assets 
Designated as hedging instruments: 
INESPEST FALE CONTACES ai sccecnsenakcecndiedseenecgeseedaraeatinree > £065 299 
Cross-currency interest rate contracts ...............6:620 1] 14 
WOPal OSIQM ATED cafes ene sence ate. e rece taieedeseectuvese: 279 $13 
Not designated as hedging instruments: 
Interest rate CONTACTS ...... 0... . cece e cece ee ee eee eeeeeeeneees 26 54 
Foreign exchange contracts .............:0ccscceeeeeeeeeeeees 60 50 
Cross-currency interest rate contracts ................:0005 10 1] 
TOtal HOt GeSiGNn ateO 5.0 accelcsecdeiseattoceceuusteeteees 96 115 
Total derivative assets ..............ccccceeeceeeeeeeeeeeen een ees S 375 S$ 428 














Accounts Payable and Accrued Expenses 
Designated as hedging instruments: 
WIEEPESE Tale COMUACIS s cnsunaractvarsunehaednerieaapentseesnads 


sas 
—d 
je) 
+ 
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Total designated ................::cccecceeeeeseeeeeeeeeeeeeeees 10 8 
Not designated as hedging instruments: 
INTEKEST Tale COMMAS cic cccweamatcnovinncinnneedacuad aceeans 19 52 
Foreign exchange contracts .............:0cceeeeeeeeeeeeeeees 43 18 
Total not designated................::cceeeeeeeeeeeeeeee eee: 62 70 
Total derivative liabilities .................ccccceeceee cence ees s 72> 78 














The classification and gains (losses) including accrued interest 
expense related to derivative instruments on the statement of 
consolidated income consisted of the following in millions of 

dollars: 


2016 2015 2014 


Fair Value Hedges 
Interest rate contracts — Interest expense............. S123. $2/7 F1a5 


Cash Flow Hedges 

Recognized in OCI 

(Effective Portion): 

Interest rate contracts — OCI (pretax)”................2. (3) (16) ~~ (10) 
Foreign exchange contracts — OCI (pretax)” .......... ] 4 (4) 


Reclassified from OCI 

(Effective Portion): 

Interest rate contracts — Interest expense” ........... (7) (12) (13) 
Foreign exchange contracts — Other expense”....... 1 (6) 


Recognized Directly in Income 


(Ineffective Portion) ............c cece eceseeeeeeea eases eee a bs a 

Not Designated as Hedges 

Interest rate contracts — Interest expense” ........... > (Ss ys 3 

Foreign exchange contracts — Cost of sales........... (15) = 97 Zo 

Foreign exchange contracts — Other expense”....... 74 304 79 
Total not designated .................0c:eeseeeeeeeeeee es Ss 58 $384 $107 




















* Includes interest and foreign exchange gains (losses) from cross-currency 
interest rate contracts. 
** The amounts are not significant. 


Counterparty Risk and Collateral 

Certain of the company’s derivative agreements contain credit 
support provisions that may require the company to post 
collateral based on the size of the net liability positions and 
credit ratings. The aggregate fair value of all derivatives with 
credit-risk-related contingent features that were in a net liability 


position at October 31, 2016 and October 31, 2015, was 

$29 million and $41 million, respectively. The company, due to 
its credit rating and amounts of net liability position, has not 
posted any collateral. If the credit-risk-related contingent 
features were triggered, the company would be required to post 
collateral up to an amount equal to this liability position, prior 
to considering applicable netting provisions. 


Derivative instruments are subject to significant concentrations 
of credit risk to the banking sector. The company manages 
individual counterparty exposure by setting limits that consider 
the credit rating of the counterparty, the credit default swap 
spread of the counterparty and other financial commitments 
and exposures between the company and the counterparty 
banks. All interest rate derivatives are transacted under 
International Swaps and Derivatives Association (ISDA) 
documentation. Some of these agreements include credit 
support provisions. Each master agreement permits the net 
settlement of amounts owed in the event of default or 
termination. 


Derivatives are recorded without offsetting for netting 
arrangements or collateral. The impact on the derivative assets 
and liabilities related to netting arrangements and any collateral 
received or paid at October 31 in millions of dollars follows: 


Gross Amounts Netting Collateral Net 
Recognized Arrangements Received Amount 
2016 
ASSOUS sans dceiseuetaies > iO S$ (32) S (6) S. 33/7 
Liabilities ............. 72 (32) 40 
2015 
Assets ........0...000e. S 428 s {62} S 366 
Liabilities ............. 78 (62) 16 


28. SEGMENT AND GEOGRAPHIC AREA DATA FOR THE YEARS 
ENDED OCTOBER 31, 2016, 2015 AND 2014 


The company’s operations are presently organized and reported 
in three major business segments described as follows: 


The agriculture and turf segment primarily manufactures and 
distributes a full line of agriculture and turf equipment and 
related service parts — including large, medium and utility 
tractors; loaders; combines, cotton pickers, cotton strippers, and 
Sugarcane harvesters; related front-end harvesting equipment; 
Sugarcane loaders and pull-behind scrapers; tillage, seeding and 
application equipment, including sprayers, nutrient management 
and soil preparation machinery; hay and forage equipment, 
including self-propelled forage harvesters and attachments, 
balers and mowers; turf and utility equipment, including riding 
lawn equipment and walk-behind mowers, golf course 
equipment, utility vehicles, and commercial mowing equipment, 
along with a broad line of associated implements; integrated 
agricultural management systems technology and solutions; and 
other outdoor power products. 


The construction and forestry segment primarily manufactures 
and distributes a broad range of machines and service parts 
used in construction, earthmoving, material handling and timber 
harvesting — including backhoe loaders; crawler dozers and 
loaders; four-wheel-drive loaders; excavators; motor graders; 
articulated dump trucks; landscape loaders; skid-steer loaders; 
and log skidders, feller bunchers, log loaders, log forwarders, 
log harvesters and related attachments. 


6] 
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The products and services produced by the segments above are 
marketed primarily through independent retail dealer networks 
and major retail outlets. 


The financial services segment primarily finances sales and 
leases by John Deere dealers of new and used agriculture and 
turf equipment and construction and forestry equipment. In 
addition, the financial services segment provides wholesale 
financing to dealers of the foregoing equipment, finances retail 
revolving charge accounts and offers extended equipment 
warranties. 


Because of integrated manufacturing operations and common 
administrative and marketing support, a substantial number of 
allocations must be made to determine operating segment and 
geographic area data. Intersegment sales and revenues 
represent sales of components and finance charges, which are 
generally based on market prices. 


Information relating to operations by operating segment in 
millions of dollars follows. In addition to the following 
unaffiliated sales and revenues by segment, intersegment sales 
and revenues in 2016, 2015 and 2014 were as follows: 
agriculture and turf net sales of $31 million, $49 million and 
$89 million, construction and forestry net sales of $1 million, 
$1 million and $1 million, and financial services revenues of 
$225 million, $225 million and $228 million, respectively. 


OPERATING SEGMENTS 2016 2015 2014 


Net sales and revenues 
Unaffiliated customers: 
Agriculture and turf net sales................ $18,487 $19,812 $26,380 














Construction and forestry net sales ........ 4,900 5,963 6,581 
TOPIC SACS seicictancvacceerncusuasenesesuens 23,30) 25/75 3296) 
Financial services revenues.............c0ceeeeees 2,694 2,591 25/77 
OTC TeV les scc-ccncacassashorecascidsantecaic 563 497 529 
TT Al eect os Pcs awas atin suetlac eons $26,644 $28,863 $36,067 














* Other revenues are primarily the equipment operations’ revenues for finance 
and interest income, and other income as disclosed in Note 31, net of 
certain intercompany eliminations. 


Operating profit 
































Agriculture and turf.............:.cceeeeeeee eee > 1,/00 $ 1,649 $ 3,649 
Construction and forestry .............::.ee 180 528 648 
FINANCIAL. SCIVICES * cn sosccctedaniiwarureterctsen tes 709 963 921 

Total operating profit ...................06. 2,589 3,140 5,218 
Interest INCOME 2.0.2... eee eee eee cece ee ees 48 6] 5/ 
Investment INCOME.............c cece eee eee ees 2 
Interest Expense .............0.:cceceeeeeeeeeeeeees (251) (273) (289) 
Foreign exchange gains (losses) from 

equipment operations’ financing 

ACTIVITIES visicesdiinnisanndiieei ened saneenacwaiy chee (12) 13 (2) 
Corporate expenses — net .............0:0::ee eee (153) (160) (196) 
COMME TCS oe 5 sey caine ds shactdisnccuuieeeereek: (700) (840) (1,627) 

WG TA itererroicacieetaecancasavarusise wipealtyssgesaces << (1,068) (1,199) (2,055) 
IGT TG ONG vendeur crannteaseccsaievaaonsseteeeteds 1,521] 1,941 3,163 
Less: Net income (loss) attributable to 

noncontrolling interests.................2.6:. (3) ] ] 
Net income attributable to 

Deere & COMpaNY.......0.c0::ccteeeeeeeeeeeees > 1,524 $ 1,940 $ 3,162 














* Operating profit of the financial services business segment includes the 


effect of its interest expense and foreign exchange gains or losses. 









































OPERATING SEGMENTS 2016 2015 2014 
Interest income* 
Agriculture and turf................: cesses s 12 $ 14 $ 17 
Construction and forestry .............:::0208 ] 2 ] 
FIN ANCIAl SOWVICES iccaceniudcnceaswnedtetandigeadid 1,650 ],687 1,754 
COPD OI AC erc ccatagenpusuion te ceaaemaudozscsionsaceren: 48 6] Di 
BY GONNA 2 ctsccsnaha-scde perondecessaeeeeiees (240) (253) (268) 
Wil ee coecteheeettatronnet danatessurerceauasuet $ 1,471 $ 1,511 $ 1,561 




















* Does not include finance rental income for equipment on operating leases. 


Interest expense 



















































































AGUICUIUFe AiG TOIT nccnccssauctedeactuenstectuhe: > 173 $ 60S 175 
Construction and forestry .............::0eee 44 45 37 
Financial Services ............ccccceceeeeee eee een ees 536 455 43] 
Walfclolg| (ener tent ee eer net aera errr ee 25 2/3 289 
INECRCOMPANY a. 2nccaccdsesenceaetenieosessencddanteins (240) (253) (268) 
TOE dee pdnttaana coeonaneedoneh teaver tnernees Ss 764 $ 680 $ 664 
Depreciation* and amortization expense 
Agriculture and turf...............::ceeeeeeeeees S 667 $ 659 $ 681 
Construction and forestry .............:::0 cee 136 133 115 
FifaliGial SMICCS sa ciconccnendcaewancuneexenanec Vey: 590 511 
TG al sagas ceatvaant demaeeqeeteanasaentaaecaeeaacs > 1,560 °5. 1,302 $1,207 
* Includes depreciation for equipment on operating leases. 
Equity in income (loss) of 
unconsolidated affiliates 
Agriculture and turf..............:.:cccceeeeeeeees S 9 Ss 7% 8 
Construction and forestry ..............:.0::068 (13) (7) (18) 
Financial Services ............ccccceceeeeeeeee een ees 2 ] 2 
i.e) c:)] Dereon eee ree ee Treanor cnenT ny amen $ (2) $ ia (8) 
Identifiable operating assets 
AGMCUIUTe ANG) TOIT. 2...cscctiaseeedcprseevaceeses > 8,405 $ 8,332 $ 9,442 
Construction and forestry .............:::eee 3,017 3,295 3,405 
Financial S@rvices ............ccccceceeeeeeeee een ees 40,879 40,909 42,784 
CT PON Se” eee ce egarecanesn aan eeiaeseccaace: 5,680 5,412 5,/05 
fe) 2) eer ene meen fe Neen rene Tee er tee renner ery $57,981 $57,948 $61,336 




















Corporate assets are primarily the equipment operations’ retirement benefits, 
deferred income tax assets, marketable securities and cash and cash 
equivalents as disclosed in Note 31, net of certain intercompany 
eliminations. 


Capital additions 






































Agriculture and turf................: cece * 5oo $ 522 5 868 
Construction and forestry ..............::0008 115 138 145 
Financial Services ..............:c0cceeeeeeeeeeeeees 3 6 3 
Le) | eee ee eee ree S$ 674 $ 666 $ 1,016 
Investments in unconsolidated affiliates 
Agriculture and turf.............::.ce:eeeceeeeeees Ss 56 $ 116 $ 110 
Construction and forestry .............0:::ee 165 177 182 
Financial Services ..............::ecceeeeeeeeeeeeees 12 10 1] 
| [oh nee eee ee ee Ss 233 5 303 $ 303 























The company views and has historically disclosed its operations 
as consisting of two geographic areas, the U.S. and Canada, and 
outside the U.S. and Canada, shown below in millions of dollars. 
No individual foreign country’s net sales and revenues were 
material for disclosure purposes. 


GEOGRAPHIC AREAS 2014 


Net sales and revenues 
Unaffiliated customers: 
U.S. and Canada: 
Equipment operations net sales (88%)* $14,376 $16,498 $20,171 


2016 2015 















































Financial services revenues (79%)* ...... 2,366 2,252 2,220 
TOE Al scearemracetecntccdatse sat reveneaueratvntd 16,742 18,750. 22,391 
Outside U.S. and Canada: 

Equipment operations net sales ......... 9,011 9.2/7 12,790 
Financial services revenues ................ 328 339 35/7 
WEG alls cet entice Seeceenseetatestate senda aacees 9339 9616 13,147 

TGR Ve eles ace ccccasetc.ccsaasaecetaceececeaacote 563 497 529 
TG aly sosatnaocecaceueneunacesashvesseetaenainvnaornce: $26,644 $28,863 $36,067 




















* The percentages indicate the approximate proportion of each amount that 
relates to the U.S. only and are based upon a three-year average for 2016, 
2015 and 2014. 


Operating profit 
U.S. and Canada: 



































Equipment operations...............:0006 S$ 1,305 $ 1,643 $ 3,311 
Financial SQrviC@S .é.s.<ceheserbocesdesl execs pied 802 i227 
Wel eo eee sees eee aee a eee cece: 1,856 2445 4038 
Outside U.S. and Canada: 

Equipment operations.............:.:.006 5/5 534 986 
Financial Services ..........ccccceeeeeeeeuees 158 161 194 
WGI ale ceetoccecteecass waciactaceseeteeeeo. 733 695 1,180 

WSO lise stecetecsite nest adiaseceencesarcicimoucsie g.ceuenes $ 2,589 $ 3,140 $ 5,218 




















Property and equipment 
U.S. 











Dy aeeudaesaaeraneneaceadastesceseanaceseeganten cscs $ 3,077 $s 3,098 $ 3,154 
GOORIN senate sxceunaesrctes dope chncnirgee aihasredetan 2) Oe, 568 640 
COT COU OS sce eat cecin cect nsaeadeeternicasncnttdececeaite 1,525 1,515 1,784 

MOT bos cuecse teeters tors caice ance anmesenied eenteee sconce: $5,171 $5,181 $ 5,578 




















29. SUPPLEMENTAL INFORMATION (UNAUDITED) 


Common stock per share sales prices from New York Stock 
Exchange composite transactions quotations follow: 


First Second Third Fourth 
Quarter Quarter Quarter Quarter 


2016 Market price 


FIGs ciraceanmagessesiatinamectanecotenate tamer $80.19 $85.68 $87.48 $88.09 
LGW chceaarranatutinreutoeesioieeaacuccete: $71.78 $74.58 $77.71 $76.83 
2015 Market price 

FGI exis ches sete cemuaueiasiceseeteredan dudctoneeen 9065 3927/5 397.33 397,14 
EG ia zcxcteaencieeiateaituceaiedansubetenscte sages $84.55 $86.64 $88.98 $72.89 


At October 31, 2016, there were 22,711 holders of record of 
the company’s $1 par value common stock. 


Quarterly information with respect to net sales and revenues 
and earnings is shown in the following schedule. The company’s 


fiscal year ends in October and its interim periods (quarters) end 
in January, April and July. Such information is shown in millions 
of dollars except for per share amounts. 


First Second Third Fourth 
Quarter Quarter Quarter Quarter 


2016* 
Net sales and revenues..............0.000 $5,525. 37,875 $6,724 $6,520 
Net sales ..... 2... cccccccecceceeceeeeeeceeseees 4769 7,107 5,861 5,650 
KGPOSS! DOME. sivnsssietasadensesieestayeatiestiens S22 lila i967 1,267 
Income before income taxes ............. 35 133 705 435 
Net income attributable to 
Deere & Company ..............::::00 254 496 489 285 
Per share data: 
BASIC etaete se escoehendcenieneatewsene opus’ 80 LS/ 155 9] 
HU SG creep atcie e uesrceede nate taoeemaeas 80 1.56 1.55 90 
Dividends declared ..............2..0000. 60 60 60 60 
Dividends paid..................:0::00eeee .60 .60 .60 .60 
2015* 
Net sales and revenues................0005 $6,383 $8,171 $7,594 $6,715 
NOE Sal OS cscctictcascsuetninuatr nett cmtanteusie 5,605 7,399 6,839 5,932 
GPOSS PROT Eo icicpsscsnstsaesercsevcrectececess 1,184 1,704 1,482 1,262 
Income before income taxes ............. 568 ~=1,017 738 457 
Net income attributable to 
Deere & Company ..............:0::00 387 690 a12 35] 
Per share data: 
BASIC casasntonsesnterweniesracoumecmueimnas 1.13 2,05 1.54 1.09 
DU ROG esiscanviaeaccpawentsn avaracwnsemiloaawns lelzZ 2.03 153 1.08 
Dividends declared .................2.0.. 60 60 60 60 
Dividends paid.................::::0eee .60 .60 .60 .60 


Net income per share for each quarter must be computed independently. As a 


result, their sum may not equal the total net income per share for the year. 
* See Note 5 for ‘‘Special Items.” 


30. SUBSEQUENT EVENTS 


A quarterly dividend of $.60 per share was declared at the Board 


of Directors meeting on December 7, 2016, payable on 
February 1, 2017 to stockholders of record on December 30, 
2016. 


During the fourth quarter of 2016, the company announced 
voluntary employee separation programs as part of its effort to 
reduce operating costs. The programs provide for cash 
payments based on previous years of service. The expense is 
recorded in the period the employees accept the separation 
offer. The programs’ total pretax expenses are estimated to be 
approximately $111 million, of which $11 million was recorded 
in the fourth quarter of 2016, and approximately $100 million 
will be recorded primarily in the first quarter of 2017. The 
payments for all programs will be substantially made in the first 
quarter of 2017. The 2017 expenses are estimated to be 
allocated approximately 30 percent cost of sales, 18 percent 
research and development and 52 percent selling, administrative 
and general. In addition, the expenses are estimated to be 
allocated 75 percent to agriculture and turf operations, 

17 percent to the construction and forestry operations and 

8 percent to the financial services operations. Savings from 
these programs are estimated to be approximately $70 million in 


In fiscal December 2016, the company sold approximately 

38 percent of its interest in SiteOne resulting in gross proceeds 
of approximately $114 million and a gain of approximately $105 
million pretax or $66 million after-tax. The company retained 
approximately a 15 percent ownership interest in SiteOne after 
this sale. The gain will be reported in the agriculture and turf 
operating segment. 
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31. SUPPLEMENTAL CONSOLIDATING DATA 


INCOME STATEMENT 
For the Years Ended October 31, 2016, 2015 and 2014 
(In millions of dollars) 








EQUIPMENT OPERATIONS* FINANCIAL SERVICES 
2016 2015 2014 2016 2015 2014 

Net Sales and Revenues 
Ves] (ee ee ee ee §23:387.3 329,7/5.2 > 32,9005 
Finance and interest inCOMe.............cccccec cece eee ee cee este ee eseeeeeeeeeeeeees 61.1 #70 76.5 > 2,690.1. 5 2,557.0 S 2,475.0 
EEF COIS os soratieeceansspsisesnsaesicaneniaas iar eeeurtdnrneeunr een peenamerieaean es 653.7 6027 622.60 229.0 258.9 330.2 

EAN cssastyiagttsacennoanadasigeysuoavadieg niseoeae yditonha cents ena eopaecttnasnmeetsans as 24,102.1 26,4549 33,659.7 Zool 25120 2,805.2 
Costs and Expenses 
Sy Saga otspecates segs esas ae rete saeco ae ecarninaeepattacgha sae nepacses 18,250.8 20,145.2 24,777.8 
Research and development expenses................ccceeceeeeeeeeeeeeeeeeeeeeeeens Iyoeoal 1,425.1 1,452.0 
Selling, administrative and general expenses .............cceceeeeeeeeeeeeeeeeees 2,202.0 2,393.8 2,/65.1 508.5 487.3 Ae 
WIEST OST © CUS Ga 2a sap.etdee vaactacceas se yecessao dias aesoe eed poe eee 250.5 272.8 289.4 336.5 455.0 430.9 
Interest compensation to Financial Services ..............ccecceceeeeeee eee eee es 216.6 204.8 212.1 
Other operating ExPeNnses ..............cecceeceeee eee eeceeece eee eeeeeseeeaeeeeeeeness 215./ 195.0 285.4 1,167.0 Se Fe 925.6 

VID sie oa pepnesa se pcoctay age peysastane tone acasanat pected ei apaananpasaseenacess 22,585.2  24,636.7 29,/81.8 2212.0 1,854.0 1,885.7 
Income of Consolidated Group before Income Taxes....................... 1,516.9 1,818.2 30/79 707.1 96 1:9 919.5 
PPOWISION: TOF ICOME: TAKCS: cc scssacr'sacoancthondnten atencassnawedenslacneberaunnediaaek 459.0 509.9 1,329.6 241.1 330.2 296.9 
Income of Consolidated Group ......................0..:cceeeeeeeeee eect eeee eee: 1,057.9 1,308.3 2,548.3 466.0 631.7 622.6 
Equity in Income (Loss) of Unconsolidated Subsidiaries and Affiliates 

FINGNC A! SOMICES cciscinpatermdannianmtsienacnehaeerntaeetsanentnaieneetas 467.6 0329 624.5 1.6 1.2 1.9 

ESF passes pas aodes appa asseneamtatemnnndiadendr ar ibirandse deen rece aeeuneeaurerean (4.0) (.3) (9.2) 

WOT ecteeta sarevocieno usanieci nevis ser unseat a yeeeea eoeae saurseeicaenaeedeseunane: 463.6 632.6 615.0 1.6 1.2 1.9 

PE CON Go aspatscrrnscerpa-tearyn rats nce anaene'eten caine toprsiaoniey eipenennsenrmarnyednennreern 1,52). 1,940.9 3,103.2 467.6 632-9 624.5 
Less: Net income (loss) attributable to noncontrolling interests............ 28) 2. ### ..  ... 
Net Income Attributable to Deere & Company ..........................006. > 1,923.9 $. 1,940:0 $ 3,161.7 > 467.6 $ 632.9 $ 624.5 





* Deere & Company with Financial Services on the equity basis. 


The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” reflect the basis of consolidation described in Note 1 to 
the consolidated financial statements. The consolidated group data in the “Equipment Operations” income statement reflect the results of the agriculture and turf 
operations and construction and forestry operations. Transactions between the ‘‘Equipment Operations” and ‘‘Financial Services’’ have been eliminated to arrive at 
the consolidated financial statements. 


31. SUPPLEMENTAL CONSOLIDATING DATA (continued) 





BALANCE SHEET 
As of October 31, 2016 and 2015 
(In millions of dollars except per share amounts) 


EQUIPMENT OPERATIONS* 
2016 2015 

ASSETS 
CaSi AlCl Casi EQUIV AICI sacs sedenlncdy etd plan snadenend saanidad sandselentoachddeueocuds)aseaneieres Ss 3,140.5 S 2,900.0 
IIE TaD I SO U5 cca erncoraraneenhe et ntasiee mieten eraser mean eens 34.2 47.7 
Receivables from unconsolidated subsidiaries and affiliates ..................ccceeeeeeeeeee 3,150.1 2,428.7 
Trade accounts and notes receivable — net ............. cece cece cence eee e eect eee een een eee tees 654.2 485.2 
lceelavel| gle aera ih'/-1 6) [=\°8. ou h(—) eee ere ee ert once nee Re en) ae ere reer 4 3 
Financing receivables securitized — net..............cccceee cece eee eece eee eeeeeseeeaeeeeeeeeeeens 
EOF (CSI OS ae senparriastenjomendcutedsnapan nena ceimianentestennieeecalveuge bamaenensytarcsioesnottuee 855.4 849.5 
Equipment on operating leases — net...........c cece cec cece ee eee e eee cece eea eee seete eee eeeees 
EO SS ss nan pcanentoenemaagse se cegeaceendanasicisemeng qepesnonemennousuaencecasecoannemsenaeeeneneet 3,340.5 3,817.0 
Property and equipment — net............0..cceceeeeeceeece eee eeeeeeeeeee eee eeeeeseeseeeseeeeeeatees 5,118.5 5,126.2 
Investments in unconsolidated subsidiaries and affiliates ..................ccceeeeeeeeeee ees 4,697.0 4,817.6 
OO TIW IM seach acaratenutenauvencs soeieeosesnansedelouy sits eon ean ereeue eco tee anes 815.7 726.0 
Other intangible assets — net ............0cccecceeceee nsec eeeeeee eee eeeeeeeeeaeeeeeseeeeeseeeaeeees 104.1 63.6 
FO EIERMCIIE DENETIUS .oncavexoesceucnepnanadadeaness senda qapheatetdanssinan gee aoamosnsranednasetnnhaat 93.6 211.9 
DST enreGsiNCOMG TaXCS ac coscuansis snrasesddivetadstantorcvesanmnseteateudeeteletenatendonnecnets enaveset 3,556.0 3,092.0 
SS ce pepe a tao heie pn oo acces ne eene en pastung pdeeeaan ease aaeeeeageeersteays 855.8 807.3 
MAE PSS CES dissec tncastcrlaeahs discos aneasedasaonedeccotointas dussoraponlontesabonnarin dieeuas weteaaion-elorebsiauisecaits 5 26,416.0 5 29,573.0 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
LIABILITIES 
SHUM DO OI S asta og tse eee ss cae caer Arete ance ancora casaemsenaeeeee: Ss 249.0 > 464.3 
SHOM=Term SeCUNITZATION DOMOWINGS zccebissc2ecdecasesducadceiecdad ateenenedetaeiacanesteaeresee 
Payables to unconsolidated subsidiaries and affiliates ..................cccceeeeeeeeeeeeeee ees 81.5 80.6 
Accounts payable and accrued expenses ............cec cece eee ee cece neta eee eeeeeaeeeeseeeeeeeeaes 6,661.2 6,801.2 
Breifeid ecto peo) 112 e:) (2: Seen nner ee One es eee een ene eee erie e ere cent oe eee nnre ene 87.3 86.8 
ONG TEN (DOU OWING S sec cirtee csp ester ae end an metces ds oneee eg Reece ete: 4,586.2 4,460.6 
Retirement benefits and other liabilities ......0.....0. 0c eee cece ee eee eeee eee eeen een eees 8,206.0 6,722.5 

POT AN WI ICS peceucaitoccnuteaodautosed aug rdatnetnsasr ws eamaadresarnatieecinarnrent: 19,871.2 18,616.0 


Commitments and contingencies (Note 22) 
Redeemable noncontrolling interest (Note 4) ............ 06. ce eee eee eee eee e eee eeeee eee eeeee es 14.0 


STOCKHOLDERS’ EQUITY 
Common stock, $1 par value (authorized — 1,200,000,000 shares; 


issued — 536,431,204 shares in 2016 and 2015), at paid-in amount.................. 3,911.8 
Common stock in treasury, 221,663,380 shares in 2016 
and 219,743,893: shares if: 2015,b COST cccveclrescaonetdstivenbsasectdnwedsdeednsuyaandets (15,677.1) 
BOWE Lieve Giotc] a 611 (0 Sinema ee ne ene ee ene ea een Ren ne Setar on en are enc wane reer error ne 23,911.3 
Accumulated other comprehensive income (lOSS)..............cccccccenee eee een ee eee een ee cence (5,626.0) 
Total Deere & Company stockholders’ equity..............cccccceeeeeceee eee eeeeeeeee eee eeeeees 6,520.0 
NOM COTMPOUING 4110 ICSC o.c8 Sencascaceresned-decctacneeseventeieuateenssaceseesmesseesenaveccaare: 10.8 
fe) lB Siiele cae (alcie@ 16 |!| |) a nn nee re rere er oer ese r eee eee 6,530.8 
Total Liabilities and Stockholders’ Equity ................0..0.. 0 cceeeeeeeeee eset eeteeeeees $ 26,416.0 


3,825.6 


(15,497.6) 
23,144.8 


(4,729.4} 


6,743.4 
14.2 


6/570 
+ 22)9/0.0 


FINANCIAL SERVICES 
2016 2015 
$ 1,195.3  $ 1,262.2 
419.3 389.7 
3,370.5 3,553.1 
23,701.9  —-24,808.1 
5,126.5 4,834.6 
164.0 152.9 
5,901.5 4,970.4 
52.1 55.3 
11. 10.5 
20.5 25.0 
75.5 67.9 
840.1 779.1 
$40,879.1  $40,908.8 
$ 6,663.2 $ 7,962.3 
5,002.5 4,590.0 
3,133.6 2,395.4 
1,595.2 1,511.2 
745.9 466.6 
19,173.5  —-19,372.2 
89.0 86.4 
36,402.9  36,384.1 
2,079.1 2,050.8 
2,670.3 2,764.8 
_ (273.2) (290.9) 
4476.2 4524.7 
4476.2 4524.7 
$40,879.1  $40,908.8 





* Deere & Company with Financial Services on the equity basis. 


The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” reflect the basis of consolidation described in Note 1 
to the consolidated financial statements. Transactions between the ‘‘Equipment Operations” and “Financial Services” have been eliminated to arrive at the 


consolidated financial statements. 
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31. SUPPLEMENTAL CONSOLIDATING DATA (continued) 





STATEMENT OF CASH FLOWS 
For the Years Ended October 31, 2016, 2015 and 2014 
(In millions of dollars) 





EQUIPMENT OPERATIONS* 
2016 2015 2014 
Cash Flows from Operating Activities 
IVE 1 1G OMG scaesancneiiconeniuiecripeicecssesaiesssesnauen enya unsneamasreesapnocwested > 1,521.5 3: 1,940.9 $ 3,163.3 


Adjustments to reconcile net income to net cash provided by 
Operating activities: 


Provision for credit losses ...........ccecececcececeececeeeevaeeevaeeeestaeaennees 8.2 DD 2.9 
Provision for depreciation and amortization ...............ccccceee eee eees 803.4 791.8 TSA 
CS ITIONE GST OOS cetce occetecenestesoacarecepernenyitersesetassseeevedarece: 25.4 15.2 9D 
Undistributed earnings of unconsolidated subsidiaries and affiliates 94.0 46.6 (463.4) 
Provision (credit) for deferred income taxes ...........c cc ceececee ee eeeee eee 13.2 (139.8) (236.4) 
Changes in assets and liabilities: 
Trade receivables ...........c.cccecececceceececeeeeeaeeeseaeaeereevaenreeenees (75.3 113.4 23 \25 
ISUFANCE TECEIVADIES -.cc:.c.c0iaccg-cccnbedecacedebepivennbasieereeapieniaeiness 
IER AMIE Sie cite cues tacteesautane-aca c-enitio-ad tnaestonseeaenutie dene atetinaenienstotiamomenolanate 578.4 (17.0) 496.2 
Accounts payable and accrued expenses ...............0c:0ceeeeeeeeeeees (169.6) (253.8) (277.0) 
Accrued income taxes payable/receivable .................0::0ceeeeeeees 12:8 (133.0) 350:5 
Retirement benefits ......0....c ccc ccececeeeeceseeeaeeseevaeeeeevaeaenaeaeenees 232.4 414.3 373.0) 
TET rsostecanaeenrcoseibeueseradneedseeteucsanaes aaroaidecaneataususossdecanaunedeued: (38.0) ZF Veal 700 
Net cash provided by operating activities ..............0...ceee 2,906.4 3,0 5935 4,532.2 
Cash Flows from Investing Activities 
Collections of receivables (excluding trade and wholesale)................. 
Proceeds from maturities and sales of marketable securities .............. 81.9 700.1 1,000. 1 
Proceeds from sales of equipment on operating leases..................62. 
Proceeds from sales of businesses and unconsolidated 
Sim ALeS,, MEE OF CASH SOIC jos vcaciendsse-nenaiiermensdsctsantedediaeeeienainsaies 81.1 345.8 
Cost of receivables acquired (excluding trade and wholesale) ............. 
Purchases of marketable securities ............c.cceeccceseeeeenseeeeeneeeeeeenees (59.4) (60.0) (504.1) 
Purchases of property and equipment.................0.:ccceceeeeeeeeeeee eee ees (641.8) (688.1) (1,045.2) 
Cost of equipment on operating leases acquired ................ccccee neces 
Increase in investment in Financial Services ...........0. cee eee eee eee eee (28.2) (27.4) (66.8) 
Acquisitions of businesses, net of cash acquired .................0::0eeeee eee (198.5) 
Decrease (increase) in trade and wholesale receivables ................00.. 
AGI sees cat seat tose ee tec aero ee etcetera eeeesen eae: (55.2) 6.8 (98.6) 
Net cash used for investing activities ................ccceceeeeeee eens (820.1) (68.6) (368.8) 
Cash Flows from Financing Activities 
Increase (decrease) in total short-term borrowingS................060ceeee ee (207.2) 211.9 (65.8) 
Change in intercompany receivables/payables ...................::0:s0eeeee ees (756.0) 928.6 (367.5) 
Proceeds from long-term borrowingS ...............6ccecceeeeeeeeeeeeee eee eeeees 173.4 6.2 60.7 
Payments of long-term DOrrowingS..............6cccceeeeeeeeeeeceeee eee eeeeeaees (72.8) (214.2) (819.1) 
Proceeds from issuance of common StOCk..............cccceeeeeeeeeeeee ee ee ees 36.0 721 149.5 
Repurchases Of COMMON StOCK ............cc ccc ecc eee ee ee eeeeeeeeeee eee eeneenes (205.4) (2,770.7) (2,731.1) 
Capital investment from Equipment Operations.....................::0::0eee 
IMIG OTIC S 0d acnedeneacendenosesmaceusrgvaesnesemennesassereeneessennaeseeenesact (761.3) (816.3) (786.0) 
Excess tax benefits from share-based compensation ..................0:064- 5.4 18.5 30.8 
ESE ptceesg seyret sere gece eee tees cee tieectcdee hees eceee ct ese a eae tsa eeeeneeses (36.7) (45.4) (27.74) 
Net cash provided by (used for) financing activities................ (1,824.6) (2,509.3) (4,556.2) 
Effect of Exchange Rate Changes on Cash and Cash Equivalents ..... (21.2) (146.6) (61.3) 
Net Increase (Decrease) in Cash and Cash Equivalents................... 240.5 330.8 (454.1) 
Cash and Cash Equivalents at Beginning of Year .......................... 2,900.0 2,509.2 3,023:3 
Cash and Cash Equivalents at End of Year ............................::0065 S$ 3,140.5 $ 2,900.0 $ 2,569.2 


FINANCIAL SERVICES 
2016 2015 2014 
467.6 $ 632.9 $ 624.5 
86. | 49.9 35.2 
846.7 688.5 574.9 
59.7 19.5 
(125} (1.0) (1.7) 
269.5 121.4 (43.7) 
333.4 (149.9) 
40.6 (245.4) 263.3 
(11.2) (4.6) IZ. 
6.2 13.2 13.9 
97.1 (25.7) (7.7) 
],860.8 1,582.1 1,320.9 
15,831.4 16,266.1 16.7724) 
87.5 160.6 27 A 
1,256,2 ],049.4 1,091.5 
149.2 
(15,168.2) (16,327.8) (19,015.3} 
(111.8) (94.9) (110.5) 
(2.6) (5.9) (3.1) 
(3,235.7) (3,043.6) (2,684.2) 
492.5 657.0 (782.0) 
(826.1) (1,235.0) (4,756.3) 
(1,006.4) 289.7 155.0 
756.0 (928.6) 36/75 
4,897.3 5,704.8 8,171.3 
(5,194.8) (4,649.0) (4,390.0) 
28.2 27.4 66.8 
(562.1) (679.6) (150.0) 
(1,109.8) (262.0) 4,184.7 
8.2 (40.7) (12.3) 
(66.9) 44.4 1370) 
127622 1217.8 480.8 
1,195.3: & 2622 s L2178 





* Deere & Company with Financial Services on the equity basis. 


The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” reflect the basis of consolidation described in Note 1 
to the consolidated financial statements. Transactions between the ‘‘Equipment Operations” and “Financial Services” have been eliminated to arrive at the 


consolidated financial statements. 


DEERE & COMPANY 
SELECTED FINANCIAL DATA 


(Dollars in millions except per share amounts) 





2016 2015 2014 2013 2012 2011 2010 2009 2008 2007 


Net sales and revenueS............:0cceceeeeeeeeeeeee es $26,644 $28,863 $36,067 $37,795 $36,157 $32,013 $26,005 $23,112 $28,438 $24,082 
NOU SENOS. fevesce taecccyeeecntpiccne oneernepemura dees ceete 23,387 25,775 32,961 34,998 33,501 29,466 23,573 20,756 25,803 21,489 
Finance and interest income.................0ceeeeee ZI 2,30 | 2202 Zy\13 1,981 1,923 1,025 1,842 2,068 2,055 
Research and development expenses............... 1389 1,425 1,452 1,477 1,434 1,226 ~~ 1,052 O77 943 a17 
Selling, administrative and general expenses ..... 2,/64 2,873 3,284 3,606 3,417 £3,169 2,969 2,781 2,960 2,621 
Interest CEXPENSe.......... cece cee eec eee ee eee eeen eee eees 764 680 664 74) 783 759 811 1,042 1,137 1,151 
INGE TC OIG sic Assn casalrsetoate Sececicinnceadetowstigsiedsacihieceacesss 1,524 1,940 3,162 3,537 3,065 2,800 ~ 1,865 873° 2,053. 1,822 
Return on net sales ............c.ccccceeee eee eeee een ens 6.5% 7.5% 9.6% 10.1% O.\% 9.5% 7.9% 42% 8.0% 8.5% 
Return on beginning Deere & Company 
STOCKNOIGEYS EQUUS sic ssecconerdueninaviaaionuse 22.6% 21.4% 30.8% 51.7% 45.1% 445% 38.7% 13.4% 28.7% 24.3% 
Comprehensive income (loss)*................::6:00- 627 994 2072 5,416 2,171 2,502 2,079 (1,333) ~~ 1,303 2701 
Net income per share — basic® ...............0:00008 4.83 5.81 8.7] 9.18 Pid 6.7] 4.40 207 4.76 4.05 
— diluted*............ee. 4.81] 7. 8.63 9.09 7.63 6.63 4.35 2.06 4.70 4.00 
Dividends declared per share ...............:000000ee 2.40 2.40 222 1.99 1.79 loz 1.16 1.12 1.06 2] 
Dividends paid per share.................6:.0:0eeeee ees 2.40 2.40 2.13 1.94 1.74 1.41 1.14 Ts 103 .85'72 
Average number of common 
shares outstanding (in millions) — basic......... 315.2 33336 363.0 385.3 397.) 4174 4240 422.8 431.1 449.3 
— diluted ...... 316.6 336.0 366.1 389.2 401.5 4224 4286 4244 436.3 455.0 
(oles) Bes (- cee ne eee Sennen eer eee ete nme rer $57,981 $57,948 $61,336 $59,521 $56,266 $48,207 $43,267 $41,133 $38,735 $38,576 
Trade accounts and notes receivable — net ....... 3,01. 3,051 3276 37/56 3/99 8295 340% 2617 3,255. 3,055 
Financing receivables — net .............6:.0:0eeeee ee 23,702 24,809 27,422 25,633 22,159 19,924 17,682 15,255 16,017 15,631 
Financing receivables securitized — net............. 5,127 4,835 4602 4,153 3,618 2,905 2,238 3,108 1,645 2,289 
Equipment on operating leases — net .............. 5902 4970 4,016 3,152 2,528 2,150 1,936 1,733 1,639 1,705 
WENIONES .cscrmaccneasceddeurromeargeseanencnadacuteagess 3,341 3,817 4210 4935 5,170 4,371 3,063 92,397 = 3,042 2,337 
Property and equipment — net ................:0 5,171 5,181] 0,276 5,467 5,012 4,352 3,/9 | 4532 4,128 3,534 
Short-term borrowings: 
Equipment operations.............0::ceeeeeeee eee ees 249 465 434 1,080 425 528 85 490 218 130 
Financial Services ............cccceceee eee een eee eneenes 6,663 7,962 7,585 7,/09 5,968 6,324 5,241 3037 6,071) 7,495 
WO alee sacar qaunmesanatecct yncgaaioeteeeatesenouse: 6912 8427 8019 8789 6393 6852 5326 4027 6839 # £7,625 
Short-term securitization borrowings: 
FINANIC AU SEMI CES -porcs5 cileeraatencatandcemeimades 5,003 4590 4559 4109 3,575 2,777 2,209 3,132 1,682 2,344 
Long-term borrowings: 
Equipment operations..........0..::ccceeeceeeeee ees 4586 4,46] 4,643 4,871 5,445 3,167 3,329 3,073 1,992 1,973 
FINANG Al SCTVICES'. vciccescasineses ovviaecessveenndeess 19,174 19,372 19,738 16,707 17,008 13,793 13,486 14,319 11,907 9,825 
VOU Abst sited ctenlsnoneusvecocentceeacseteacesseeese 23,760 23,833 24,381 21,578 22,453 16,960 16,815 17,392 13,899 11,798 
Total Deere & Company stockholders’ equity..... 6,520 6,743 9,063 10,266 6842 6,800 6,290 4,819 £6,533 7,156 
Book value per share” ..............ccceceeeeeeeeee eens $ 20.71 $ 21.29 $ 26.23 $ 27.46 $ 17.64 $ 16.75 $ 14.90 $ 11.39 $ 15.47 $ 16.28 
Capital expenditures .............ccccccececeee nee ee eens S 668 $ 655 $ 1,004 $ 1,132 $ 1,360 $ 1,050 $ 795 $ 767 $ 1,117 $ 1,025 
Number of employees (at year end)................. 56,/67 57,180 59,623 67,044 66,859 61,278 55,650 51,262 56,653 52,022 





* Attributable to Deere & Company. 
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Deere & Company 
www.JohnDeere.com 





